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Part  I:  Introduction 


A.   Background 

For  the  past  several  years,  the  need  for  water  and  sewer  improve- 
ments in  Montana  has  increased  dramatically.  In  many  instances  commu- 
nities have  relied  on  past  investments  in  water  and  sewer  facilities  to 
serve  present  needs.  The  magnitude  of  this  trend  was  recently  brought 
to  light  by  a  survey  conducted  by  the  Montana  League  of  Cities  and 
Towns.  This  survey  indicated  that  in  excess  of  $85  million  of  capital  im- 
provements will  be  needed  to  extend,  improve  or  rehabilitate  existing 
water  systems  in  Montana. 

Although  there  is  a  real  need  for  water  and  sewer  improvements  in 
the  state's  communities,  many  community  officials  find  the  process  of 
planning,  financing  and  implementing  these  improvements  to  be  quite 
confusing  and  complex.  The  State  of  Montana  Department  of  Commerce 
therefore  identified  the  need  to  provide  local  communities  with  informa- 
tion and  guidance  on  how  to  plan  and  develop  an  improvements  program 
for  water  and  sewer  systems.  With  this  need  in  mind,  the  Department  of 
Commerce  directed  the  preparation  of  two  documents  to  be  distributed 
to  all  communities  and  counties  in  the  state.  The  first  document  pre- 
pared was  entitled  "Planning  and  Developing  Community  Water  and 
Sewer  Systems  in  Montana".  The  purpose  of  this  document  was  two- 
fold: first,  it  identified  the  various  planning  procedures  necessary  to 
effectively  implement  water  and/or  sewer  improvements  in  a  community, 
and  secondly,  it  gave  a  brief  overview  of  the  components  of  water  and 
sewer  systems  that  are  typically  used  in  Montana.  This  document,  the 
second  document  of  the  series,  is  intended  to  give  local  officials  an 
overview  of  financial  strategies  that  may  be  used  to  implement  water 
and  sewer  improvements.  It  is  felt  that  the  combination  of  the  two  doc- 
uments should  give  local  officials  a  general  understanding  of  the  various 
procedures  involved  in  the  planning,  implementation  and  financing  of 
water  and  sewer  improvements. 


B.   Purpose 

The  purpose  of  this  workbook  is  to  give  local  officials  in  the  vari- 
ous communities  and  counties  in  the  state  an  overview  of  the  typical 
steps  that  must  usually  be  taken  to  develop  a  financial  strategy  for  im- 
plementing a  water  or  sewer  project.  In  addition,  this  document  is  in- 
tended to  familiarize  local  officials  with  the  various  options  available  for 
financing  typical  water  and  sewer  projects.  These  options  include  long- 
term  financing,   short-term  financing,  and  local  revenue  sources. 

In  order  to  reduce  the  financial  burden  placed  on  taxpayers,  many 
communities  have  obtained  low-interest  loans  and/or  grants  in  the  past 
several  years  to  finance  water  and  sewer  projects.  These  low-interest 
loans  and  grants  have  allowed  many  communities  to  make  necessai'y  im- 
provements to  their  systems  and  still  maintain  affordable  utility  rates. 
Because  the  use  of  loans  and  grants  has  been  an  integral  part  of  many 
communities'  financing  programs  for  utility  projects,  a  brief  overview  of 
the  various  state  and  federal  loan  and  grant  programs  available  today  is 
also  given  in  this  document. 

Since  the  loan  and  grant  programs  as  well  as  the  legal  procedures 
for  obtaining  revenues  are  dependent  on  and  keyed  to  the  state  and 
federal  legislative  process,  the  information  and  requirements  contained 
herein  are  in  a  constant  state  of  change.  Therefore,  this  information 
should  be  periodically  updated  to  keep  abreast  of  new  legislative  action. 
With  this  in  mind,  the  information  contained  herein  has  been  bound  in  a 
notebook  form  so  that  updated  information  can  more  easily  be  inserted 
to  replace  the  original  text.  The  Department  of  Commerce  currently  in- 
tends to  prepare  and  distribute  periodic  updates  of  the  information  con- 
tained herein  as  legislative  decisions  and  funding  programs  change.  It 
should  be  noted,  however,  that  the  preparation  of  these  updates  is 
contingent  upon  available  funding. 


Part  II:  Financial  Program  Process 


A.    General 

One  of  the  most  important  steps  that  a  community  must  take  in  or- 
der to  complete  a  water  or  sewer  system  improvement  is  the  development 
and  implementation  of  a  sound  financial  program.  In  many  cases,  the 
development  of  this  program  is  overlooked  in  the  initiad  planning  stages. 
This  oversight  often  results  in  project  delays  as  well  as  possible  addi- 
tional costs. 

The  basic  steps  that  should  be  followed  for  developing  the  finan- 
cial program  that  is  most  appropriate  and  economical  for  implementing  a 
water  or  sewer  project  are  illustrated  in  Figure  1.  The  exact  process 
will  undoubtedly  vary  to  some  degree  for  each  specific  project,  since 
the  order  in  which  various  steps  are  conducted  will  depend  on  the  com- 
munity's situation  and  needs. 

The  following  narrative  gives  an  overview  of  the  basic  financing 
elements  that  are  necessary  for  each  of  the  steps  depicted  in  Figure  1. 


B.   Major  Financial  Program  Steps 

1.        FINALIZE   PROJECT   COST   ESTIMATES 

a.       Evaluate  Alternatives 

A  key  element  in  the  implementation  of  a  water  or  sewer  improve- 
ment is  the  evaluation  of  alternatives  and  the  selection  of  the  most 
cost-effective  and  practical  option.  The  analysis  of  the  costs  for  each 
alternative  should  include  initial  capital  costs,  interim  financing  costs, 
and  annual  operation  and  maintenance  costs.  Once  these  costs  have 
been  estimated,  public  meetings  with  local  citizens  and  business  leaders 
should  be  held  to  obtain  comment.  In  many  instances  in  the  past,  com- 
munities have  made  the  mistake  of  not  obtaining  public  input  before 
choosing   an   alternative   or   deciding   whether   or   not    to   proceed   with   a 


Figure  1:  Financial  Program  Process 
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project.    This    public   input    phase    can    be    very    beneficial   in    the    early 
stages,   and  should  definitely  not  be  overlooked. 


Select  Preferred  Alternative 


Once  alternative  costs  have  been  identified  and  initial  public  input 
has  been  obtained,  the  governing  body  with  the  assistance  of  its  staff 
and/or  consulting  engineer  should  select  the  preferred  alternative.  The 
capital  and  annual  costs  of  this  alternative  should  then  be  finalized. 
Finally,  local  officials  should  conduct  a  second  public  meeting  to  inform 
citizens  of  the  selected  alternative  and  the  corresponding  costs  that  can 
be  anticipated. 


2.        EVALUATE    FINANCING    OPTIONS    AND    MAKE    DECISION    TO    PRO- 
CEED 

a.       Capital  Costs 

Once  the  capital  and  annual  costs  of  the  project  improvements  have 
been  estimated,  the  next  key  step  is  to  evaluate  the  alternate  options 
for  financing  the  capital  costs.  Various  options  that  are  most  often  used 
for  this  purpose  include:  1)  utilizing  a  community  reserve  fund  that  has 
been  accumulated  with  existing  user  fees  or  taxes;  2)  selling  bonds;  3) 
obtaining  grants  and/or  loans  from  state  and  federal  agencies;  and  4)  a 
combination  of  the  three  previous  options.  A  detailed  discussion  of  the 
procedures,  advantages  and  disadvantages  of  these  financing  options 
are  included  in  Parts  III  and  IV  of  this  workbook. 

In  many  instances,  communities  apply  to  one  or  more  state  and/or 
federal  agencies  for  loans  and/ or  grants  to  offset  the  anticipated  in- 
creased costs  to  local  users  of  the  proposed  improvements.  There  are 
several  loan  and  grant  programs  currently  avgdlable  to  municipaUties  for 
improving,  rehabilitating  or  replacing  sewer  and  water  systems.  A  dis- 
cussion and  overview  of  the  primary  programs  are  included  in  Part  III. 

Once  a  community  has  been  notified  whether  or  not  they  were  suc- 
cessful in  obtaining  loans  and/or  grants,  the  final  decision  can  be  made 
on  how  the  total  capital  cost  should  be  financed.  Many  communities  have 
used  the  following  methods:  1)  utilization  of  a  combination  of  a  loan  and 
a  grant  from  two  agencies;  2)  utilization  of  a  loan  or  grant  from  an 
agency  to  finance  part  of  the  project  and  the  proceeds  from  a  bond  sale 
for  the  remainder  of  the  necessary  funds;  or  3)  using  the  proceeds 
from  a  bond  sale  for  the  full  amount  of  the  project  capital  costs. 


b.       Local  Revenue  Options 

Once  the  community  has  finalized  the  method  by  which  capital  costs 
are  to  be  financed,   the  next  step  is  to  evaluate  the  most   applicable  op- 


tions  for  obtaining  the  revenue  necessary  to  pay  for  the  capital  expen- 
ditures that  must  be  financed  locally.  Typical  methods  used  by  commu- 
nities for  this  purpose  are:  1)  user  charges  based  on  water  consump- 
tion or  type  and  size  of  dwelling;  2)  general  taxes  based  on  the  mill 
levy;  and  3)  special  improvement  districts  based  on  property  size.  A 
detailed  discussion  of  these  options  and  their  respective  advantages  and 
disadvantages  is  given  in  Part  IV.  Once  the  decision  on  how  to  raise 
the  local  funds  is  made,  individual  assessments  should  be  estimated. 


c.       Public  Meetings  and  Decision 

The  final  step  involved  for  the  community  officials  prior  to  making 
a  decision  on  whether  to  proceed  any  further  with  the  project  is  to  hold 
an  additional  meeting  to  present  costs  and  circumstances  of  the  project 
to  community  citizens.  The  information  presented  to  the  public  should 
include  the  specific  need  for  the  project  and  a  description  of  the  pro- 
posed improvements;  the  estimated  costs  to  finance  the  capital  expendi- 
tures, and  the  method  by  which  the  local  funds  will  be  obtained;  and 
the  estimated  increase  in  annual  user  charges  or  taxes  required  to  fi- 
nance the  capital  costs  and  operation  and  maintenance  cost  of  the  pro- 
posed facilities. 

Once  the  necessary  public  input  has  been  obtained,  local  officials 
should  decide  whether  or  not  to  proceed  with  the  project.  If  a  decision 
is  made  not  to  proceed,  local  officials  should  re-evaluate  the  project's 
components  and  costs,  and  go  through  the  process  outlined  herein 
again.  If  local  officials  obtain  favorable  comments  from  the  public,  the 
project  should  proceed  to  the  final  implementation  phase. 


3.        FINALIZE  FINANCIAL  PROGRAM 

a.       Long-  and  Short-Term  Financing 

The  initial  step  required  to  finalize  the  project's  financial  program 
is  to  decide  on  the  method  and  schedule  for  obtaining  funds  for  the 
capital  investment  (usually  referred  as  the  long-term  financial  require- 
ments). Once  this  schedule  has  been  finalized,  the  interim  or  short- 
term  financing  requirements  should  be  identified.  Short-term  financing 
is  used  by  local  governments  to  meet  financial  commitments  from  the 
time  the  initial  planning  and  engineering  tasks  have  begun  until  the 
long-term  funds  have  been  procured  on  the  local  level. 

The  amount  of  short-term  funds  required  varies  appreciably  from 
project  to  project,  but  usually  depends  on  the  long-term  financing 
method  that  is  used.  In  most  instances,  short-term  financing  will  be 
required  for  the  preliminary  engineering  work  and  the  preparation  of 
cost  estimates.  In  addition,  the  community  may  require  the  assistance  of 
legal  and  financial  counsel,   which  would  also  be  paid  for  by  short-term 


financing.  The  most  common  sources  of  short-term  financing  for  commu- 
nities are:  1)  reserve  funds;  2)  registered  warrants;  3)  short-term 
government  notes;  4)  revenue  sharing  funds;  5)  local  planning  funds; 
and  6)  Department  of  Natural  Resources  grants  and  loans  (available  for 
some  projects).  A  more  detailed  analysis  of  these  financing  methods  is 
included  in  Part  IV. 


b.       Creation  of  Special  Districts  (if  applicable) 

Once  the  short-  and  long-term  financing  programs  and  cash  flow 
requirements  have  been  finalized,  the  next  step  is  to  create  a  special 
district  if  necessary.  Special  districts  are  typically  formed  if  an  im- 
provement is  being  made  to  benefit  a  specific  area  of  an  incorporated 
community  or  to  benefit  a  group  of  users  in  an  unincorporated  area. 

The  most  common  types  of  special  districts  include  Special  Im- 
provement Districts  (SIDs);  Rural  Improvement  Districts  (RIDs  or 
RSIDs);  and  county  water  and  sewer  districts.  The  procedures  for 
forming  such  districts  and  their  uses  are  discussed  in  greater  detail  in 
Part  IV. 

When  water  and  sewer  improvements  are  planned  to  benefit  an  en- 
tire community  and  a  revenue  bond  is  to  be  used  to  finance  the  im- 
provements, it  is  generally  not  necessary  to  create  a  special  district. 
This  is  usually  the  case  for  most  community  water  and  sewer  improve- 
ment projects. 


4.        CONDUCT     FINAL     ENGINEERING,     AND     PLANS     AND     SPECIFICA- 
TIONS 

Once  the  financial  program  has  been  prepared  and  any  necessary 
special  districts  have  been  created  and  approved,  the  community  should 
retain  a  quaUfied  professional  engineer  to  prepare  the  final  design, 
plans  and  specifications  on  the  proposed  improvements.  It  is  very  im- 
portant for  the  community  to  make  sure  that  all  district  formation  pro- 
cedures (if  applicable)  have  been  completed  before  instructing  an  engi- 
neer to  proceed  with  this  phase.  In  some  instances  in  Montana,  a  com- 
munity has  had  an  engineer  complete  the  design  phase  prior  to  forming 
the  district.  The  formation  of  the  district  was  subsequently  rejected  by 
the  property  owners.  The  community  was  then  liable  for  a  substantial 
engineering  fee,  and  had  no  legal  means  of  obtaining  the  necessary 
funds  to  pay  the  engineer.  This  potential  hardship  can  be  avoided  if 
the  district  is  created  before  the  final  design  phase  is  begun. 

Once  the  engineering  design  has  been  completed,  the  community 
must  submit  and  obtain  approval  of  the  plans  and  specifications  from 
the  Montana  Department  of  Health  and  Environmental  Sciences,  Water 
Quality  Bureau.  These  plans  and  specifications  must  also  be  signed  and 
approved  by  a  professional  engineer  who  is  registered  in  Montana.  Prior 
to  submission,    the   community   should   conduct   a  thorough   review   of  the 


plans   and    specifications   to   make    sure   that    all  improvements   have   been 
designed  and  located  to  satisfy  the  community's  needs. 


CONDUCT   PRELIMINARY   RATE   ASSESSMENT 
General 


In  order  to  finance  the  capital  expenditures  and  annual  operational 
costs  of  any  water  and  sewer  system,  a  user  charge  system  and  corres- 
ponding rate  schedule  must  be  developed  and  implemented.  According  to 
Montana  Public  Service  Commission  (PSC)  requirements,  all  rates  for 
water  and  sewer  service  must  be  established  so  that  all  users  pay  for 
their  proportionate  use  of  the  system.  All  rate  increases  must  be  ap- 
proved by  the  PSC  unless  one  of  the  following  two  conditions  prevails: 
1)  the  rate  is  instituted  to  finance  an  improvement  that  is  mandated  by 
state  and/or  federal  regulatory  agencies  to  comply  with  federal  drinking 
water  or  wastewater  discharge  standards;  or  2)  the  rate  increase  repre- 
sents less  than  a  12  percent  increase  over  the  previous  rate.  In  addi- 
tion to  these  PSC  requirements,  the  sewer  use  ordinance  and  user 
charge  system  must  be  approved  by  the  State  Water  Quality  Bureau  if 
the  wastewater  project  is  partially  funded  by  an  EPA  Construction 
Grant.  These  studies  are  usueilly  conducted  by  the  consulting  engineer 
retained  to  design  and  oversee  the  project. 


Rate  Study 


In  most  cases,  it  is  recommended  that  a  rate  study  be  conducted 
by  local  officials  at  the  same  time  that  the  final  engineering  plans  and 
specifications  are  being  prepared.  The  rate  study  should  evaluate  the 
number  of  users,  proposed  budget  including  separate  breakdowns  for 
financing  capital  improvements,  operation  and  maintenance  costs  for 
treatment  facilities,  operation  and  maintenance  costs  for  either  the  sew- 
age collection  or  water  distribution  system,  whichever  is  applicable,  and 
the  administrative  costs  for  the  project.  Based  on  these  estimated  annu- 
al expenses,  alternate  user  charge  systems  and  corresponding  user 
rates  should  be  evaluated.  In  most  cases,  user  fees  for  water  and  sew- 
er systems  are  assessed  by  one  of  the  following  methods:  1)  a  varied 
rate  based  on  the  volume  of  water  used  by  each  residential  and  commer- 
cial establishment;  2)  a  flat  rate  for  each  consumer;  or  3)  a  combination 
of  the  two  methods  in  which  most  of  the  users  (typically  the  residential 
users)  pay  a  flat  rate  and  the  larger  users  (typically  commercial  and 
industrial  users)  pay  a  varied  rate  depending  on  their  use  of  the  sys- 
tem. 


c.       Final  Rate  Structure 

Once  the  various  alternate  user  systems  and  corresponding  rates 
have  been  calculated  and  revised  by  local  officials,  a  meeting  should  be 
held  to  inform  the  pubUc  of  the  alternate  rate  systems  that  are  being 
evaluated  as  well  as  the  actual  rate  increases  contemplated.  After 
completion  of  the  rate  study  and  public  comment  period,  local  officials 
should  select  the  rate  system  that  is  most  acceptable  and  appropriate. 

The  final  step  involved  in  the  rate  assessment  process  is  to  obtain 
PSC  approval  of  the  recommended  user  system  and  rate  schedule.  This 
procedure  varies  depending  on  the  situation,  but  usually  requires  notif- 
ication of  the  proposed  rate  increase  to  each  user,  followed  by  a  public 
hearing.  It  is  recommended  that  all  communities  contemplating  rate  in- 
creases contact  the  PSC  during  the  initial  rate  study  process  to  deter- 
mine the  exact  procedures  appropriate  for  their  specific  situation.  The 
Public  Service  Commission  is  located  at  1227  Eleventh  Avenue  in  Helena; 
their  telephone  number  is  449-3008. 


d.       Implementation  of  Rates 

Once  the  rate  increase  has  been  approved  by  the  community  and 
the  PSC  (and  the  Water  Quality  Bureau,  if  an  EPA  construction  grant  is 
being  used  to  finance  the  project),  the  new  rates  should  be  put  into 
effect  when  the  construction  of  the  improvements  is  begun. 


SELLING  OF  BONDS 
General 


Four  types  of  bonds  are  most  often  utilized  by  Montana  communi- 
ties to  provide  long-term  financing  of  water  and  sewer  improvements. 
These  include:  1)  general  obligation  bonds;  2)  revenue  bonds;  3)  spe- 
cial assessment  bonds;  and  4)  refunding  bonds.  The  specific  procedures 
for  advertising  and  selling  bonds  for  municipal  water  and  sewer  projects 
differ  for  each  type  of  bond,  and  are  summarized  in  Part  IV  of  this 
workbook.  As  also  discussed  in  Part  IV,  there  are  several  consultants 
in  the  state  who  are  experienced  in  bond  marketing  procedures,  and  it 
is  recommended  that  all  communities  which  do  not  have  financial  special- 
ists on  staff  should  seriously  consider  retaining  a  qualified  bond  coun- 
sel to  assist  in  the  bond  sale  process. 


b.       Bond  Sale  and  Delivery 

In  most  instances,  funds  derived  from  the  sale  of  bonds  will  be 
delivered  to  the  community  within  30  to  45  days  after  bids  have  been 
received  on  the  bonds.  The  community  will  then  be  able  to  use  these 
funds  as  needed,  while  investing  the  remainder  of  the  funds  until  re- 
quired. The  income  from  this  investment  is  typically  used  to  partially 
offset  the  initial  capital  investment  required  or  to  assist  in  financing 
the  interim  (short-term)  costs  of  the  project.  Funds  obtained  from  this 
investment  are  also  frequently  placed  in  the  water  or  sewer  budget  and 
used  to  defray  annual  and  operating  costs  of  the  system.  The  primary 
restriction  on  the  use  of  these  funds  is  that  they  must  be  utilized  in 
the  same  budgetary  category  as  the  bond  sale  they  derived  from.  (For 
example,  if  the  improvement  project  being  considered  is  for  the  water 
system,  investment  funds  must  be  used  for  water-related  expenses. 
They  cannot  be  used  for  sewer-  or  street-related  expenses.) 

It  is  usually  best  to  sell  bonds  at  one  of  two  points;  immediately 
prior  to  the  start  of  the  final  engineering  phase,  or  immediately  after 
construction  bids  have  been  opened.  The  primary  advantage  of  selling 
bonds  during  the  engineering  phase  is  that  funds  can  be  obtained  be- 
fore major  expenses  are  incurred.  As  a  result,  the  short-term  financing 
requirements  are  minimal.  However,  the  primary  disadvantage  of  this 
option  is  its  lack  of  flexibility.  In  case  the  facility  design  changes  in 
the  final  design  phase  or  the  construction  bids  exceed  the  preliminary 
cost  estimates,  a  second  set  of  bonds  may  have  to  be  sold. 

If  bonds  are  sold  after  construction  bids  have  been  received ,  the 
amount  of  bonds  sold  will  reflect  the  actual  project  costs  quite  closely. 
However,  higher  short-term  financing  costs  will  be  incurred  than  if  the 
bonds  were  sold  prior  to  the  start  of  the  design  phase.  Since  both 
methods  of  timing  bond  sales  have  been  used  with  success  over  the  past 
several  years,  it  is  recommended  that  each  community  discuss  these  op- 
tions with  the  consultant  engineer  and  financial  specialist  before  a  final 
decision  is  made. 


7.        FINALIZE  RATE  STRUCTURE 

At  the  conclusion  of  the  construction  and  start-up  of  the  new  fa- 
cilities, it  is  recommended  that  the  original  budget  estimated  prepared 
during  the  design  phase  be  re-evaluated  and  updated.  Based  on  these 
updated  costs,  user  charges  should  be  adjusted  to  reflect  the  new  bud- 
get. In  many  cases,  final  budget  figures  may  vary  considerably  from 
those  originally  estimated.  This  is  particularly  true  for  projects  in- 
volving large  water  and  wastewater  treatment  facilities. 
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Part  III:  Loan  and  Grant  Programs 


A.  Introduction 

One  of  the  primary  sources  of  funding  available  to  local  govern- 
ments wishing  to  undertake  large  capital  projects  such  as  water  or  sew- 
er facilities  has  been  federal  and  state  financial  assistance.  These  funds 
have  traditionally  been  used  to  underwrite  major  portions  of  projects 
through  the  issuance  of  grants  or  loans  which  may  be  repaid  at  terms 
favorable  to  most  communities.  Most  of  these  programs  require  a  local 
matching  share  which  is  most  often  obtained  by  issuing  municipal 
bonds.  In  many  cases,  the  availability  of  funds  will  dictate  the  arrange- 
ment or  timing  of  projects,  since  low-priority  projects  may  be  moved 
ahead  of  schedule  to  take  advantage  of  available  assistance.  Experience 
has  shown  that  delaying  projects  in  hopes  of  obtaining  federal  or  state 
assistance  presents  a  large  risk  to  a  community  since  construction  costs 
will  most  likely  increase  in  the  interim.  Federal  or  state  aid  should  not 
be  anticipated  in  the  preparation  of  project  financing  unless  the  availa- 
bility of  such  funds  is  assured.  Aid  programs  often  require  that  funds 
be  appropriated  during  sessions  of  Congress  or  the  state  legislature, 
and  in  many  cases  the  appropriated  funds  are  less  than  the  amount  re- 
quested by  program  management  agencies.  Some  requirements  attached 
to  the  aid  programs  (e.g.  administrative  procedures,  minimum  wage 
rates)  may  substantially  increase  project  costs,  making  the  assistance 
less  attractive  than  it  originally  seemed. 

In  the  past,  significant  amounts  of  federal  and  state  aid  were 
available  for  financing  new  capital  facilities,  including  water  and  sewer 
projects.  However,  in  recent  years  the  amount  and  level  of  financial  as- 
sistance for  projects  such  as  water  and  sewer  facilities  have  been  dra- 
matically reduced.  Currently,  the  primary  federal  programs  available  for 
water  and/or  sewer  system  improvements  include  HUD  Community  Devel- 
opment Block  Grants,  administered  by  the  Montana  Dept.  of  Commerce; 
Farmers'  Home  Administration  Water  and  Waste  Disposal  Loans  and 
"Grants;  and  the  Environmental  Protection  Agency's  Construction  Grants 
Program,   administered  by  the  Montana  Dept.   of  Health  and  Environmen- 
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tal  Sciences.  State  assistance  programs  for  water  or  sewer  systems  in- 
clude the  Department  of  Natural  Resources  and  Conservation's  Water 
Development  and  Renewable  Resources  Development  Programs,  and  the 
Montana  Coal  Board  Grant  and  Loan  Program. 

The  following  narrative  is  intended  to  provide  local  government  of- 
ficials with  a  clear,  concise  summary  of  the  federal  and  state  assistance 
programs  that  may  be  utilized  for  improvements  to  community  water  or 
sewer  systems.  The  purpose,  type  of  funding,  eligibility  requirements, 
application  procedures,  and  the  ranking  and  approval  process  for  each 
program  will  be  emphasized.  This  chapter  is  organized  into  separate 
sections  that  identify  programs  applicable  for  water  and/or  sewer  proj- 
ects,  and  water  or  sewer  projects  only. 


B.   Water  and /or  Sewer  Projects 

1.   COMMUNITY  DEVELOPMENT  BLOCK  GRANT  PROGRAM  (CDBG) 

a.       General 

The  Community  Development  Block  Grant  (CDBG)  Program  is  a 
competitive  grant  program  designed  to  help  communities  of  less  than 
50,000  population  with  their  greatest  community  development  needs,  with 
particular  emphasis  on  assisting  persons  of  low  and  moderate  incomes. 
The  program  was  administered  by  the  U.S.  Department  of  Housing  and 
Urban  Development  for  seven  years.  Amendments  to  federal  legislation 
in  1981  made  state  administration  of  the  program  an  option.  Governor 
Schwinden  sought  and  received  authorization  from  the  November,  1981 
Special  Session  of  the  Legislature  to  have  the  Montana  Department  of 
Commerce  assume  administration  of  the  program  beginning  in  1982. 

The  goal  of  the  Montana  CDBG  program  is  to  develop  viable  com- 
munities by  providing  decent  housing,  healthy  and  safe  living  environ- 
ments, and  economic  opportunities,  principally  for  persons  of  low  and 
moderate  incomes. 

For  the  purposes  of  the  CDBG  program,  "low  and  moderate  in- 
comes" are  defined  as  a  person  or  household  with  a  gross,  unadjusted 
annual  income  below  80  percent  of  the  median  income  for  the  county  in 
which  that  person  or  household  resides.  All  CDBG  applications  must 
document  that  a  majority  of  those  persons  who  will  directly  benefit  from 
the  proposed  CDBG  project  are  of  low  or  moderate  income  households. 

Eligible  applicants  may  receive  assistance  in  the  form  of  single- 
purpose  grants  or  comprehensive  grants.  Single-purpose  grants  may  be 
awarded  to  applicants  whose  projects  address  a  need  in  one  of  three 
designated  project  categories:  economic  development,  housing,  or  public 
facilities.  A  project  may  consist  of  one  or  more  activities  designed  to 
substantially  meet  a  specific  community  need;  however,  the  principal  ac- 
tivity must  represent  at  least  80  percent  of  the  funds  requested.  The 
ceiling   on    single-purpose    grants   is    $400,000    per    applicant    per   year. 
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Sixty-five  percent  of  the  funds  annually  appropriated  for  the  CDBG 
program  are  reserved  for  single-purpose  grants. 

Comprehensive  grants  may  be  awarded  for  projects  that  address  a 
substantial  portion  of  the  identified  community  development  needs  within 
a  defined,  concentrated  area  or  areas.  The  project  must  address  com- 
munity development  needs  in  at  least  two  of  the  three  project  categor- 
ies. These  grants  may  be  awarded  for  up  to  three  years,  and  the  ceil- 
ing on  these  multi-year  comprehensive  grants  is  set  at  $500,000  per 
year.  The  remaining  thirty-five  percent  of  the  annual  appropriation  for 
the  CDBG  program  is  reserved  for  this  grant  category. 

The  1983  CDBG  program  will  allocate  $6,204,820  for  both  single- 
purpose  and  comprehensive  grants.  This  funding  level  is  expected  to 
remain  about  the  same  for  the  next  two  years. 


b.       Eligibility  Requirements 

Eligible  applicants  for  Montana's  CDBG  program  are  limited  to 
counties  and  incorporated  cities  or  towns.  Each  local  government  may 
submit  only  one  application  for  its  jurisdiction  each  year  for  projects 
falling  within  the  three  basic  categories  of  economic  development,  hous- 
ing, or  public  facilities.  Billings  and  Great  Falls,  whose  populations  ex- 
ceed 50,000,  are  classified  as  "entitlement  communities"  and  receive 
CDBG  funding  on  a  formula  basis  directly  under  the  administration  of 
the  U.S.  Department  of  Housing  and  Urban  Development.  Montana's  In- 
dian Tribes  also  receive  CDBG  funds  from  a  separate  HUD  CDBG  pro- 
gram, and  are  not  eligible  for  the  state  program.  Special-purpose  bod- 
ies such  as  local  housing  authorities,  water  or  sewer  districts,  or  local 
development  corporations  are  not  eligible  to  apply  directly  for  CDBG 
funds,  although  they  may  be  involved  in  implementing  and  administering 
a  program  if  an  eligible  applicant  agrees  to  such  an  arrangement. 

Eligible  activities  are  limited  to  those  authorized  by  Congress  in 
the  Federal  Housing  and  Community  Development  Act  and  must  fall  with- 
in the  three  designated  project  categories.  Some  examples  of  eligible  ac- 
tivities for  each  of  the  categories  include: 

Economic  Development 

*  Acquisition,  construction,  reconstruction,  rehabilitation,  or 
installation  of  public  facilities  and  improvements  of  commercial 
or  industrial  buildings,   structures,  or  equipment; 

*  Acquisition  of  real  property  for  economic  development  pur- 
poses;  or 

*  Activities  to  be  carried  out  by  a  non-profit  corporation,  a  lo- 
cal development  corporation,  or  small  business  investment 
company  to  assist  new  or  existing  small  businesses  through 
grants,  loans,  guarantees,  interest  supplements,  or  technical 
assistance.  Assistance  may  also  be  provided  to  private,  for- 
profit  entities  when  the  assistance  is  necessary  or  appropriate 
to  carry  out  an  economic  development  project. 
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Housing 

*  Rehabilitation  of  private  properties  and  rehabilitation  finan- 
cing; 

*  Clearance,  demolition,  and  removal  of  buildings  and  improve- 
ments; 

*  Building  code  enforcement  in  deteriorated  areas; 

*  Rehabilitation  of  public  residential  structures,  including  per- 
manent housing  units,  residential  facilities  such  as  group 
homes,  and  modernization  of  public  low-income  housing; 

*  Relocation  payments  and  assistance; 

*  Acquisition  of  real  property  for  residential  development  that 
is  deteriorated  or  undeveloped  or  appropriate  for  rehabilita- 
tion,  preservation,   or  restoration;   and 

*  Disposition  of  real  property. 

Public  Facilities 

*  Acquisition,  construction,  reconstruction,  rehabilitation,  or 
installation  of  publicly  owned  facilities  and  improvements  in- 
cluding: 

Water  and  sewer  facilities; 

Solid  waste  disposal  facilities; 

Fire  protection  facilities  and  equipment; 

Flood  and  drainage  facilities; 

Street  improvements; 

Parking  facilities,   pedestrian  malls,   walkways; 

Senior  centers,   centers  for  the  handicapped; 

Parks,   playgrounds,   and  recreational  facilities;   and 

Neighborhood  facilities 

*  The  payment  of  the  non-federal  share  in  connection  with  an- 
other federal  grant  program  undertaken  as  part  of  a  CDBG 
project; 

*  The  payment  of  special  assessments  levied  against  properties 
owned  and /or  occupied  by  low-  and  moderate-income  persons 
for  the  capital  costs  of  eligible  public  facilities  and  improve- 
ments financed  from  local  revenue  sources;  (Note:  Congress 
is  currently  considering  legislation  which  may  severely  re- 
strict the  use  of  the  CDBG  Program  for  this  purpose  begin- 
ning with  FY   1984   funds);   and 

*  Projects  related  to  the  removal  of  material  and  architectural 
barriers  which  restrict  the  mobility  and  accessibility  of  elder- 
ly and  handicapped  persons. 

A  complete  listing  of  eligible  activities  is  contained  in  the  1983 
Montana  Community  Development  Block  Grant  Program  guidelines  avail- 
able from  the  Montana  Department  of  Commerce.  This  publication  details 
the  many  eligible  activities  for  the  three  project  categories,  and  identi- 
fies the  number  and  percentage  of  low-  to  moderate-income  households 
for  each  eligible  county  and  incorporated  city  or  town. 
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c.       Application  Procedures 

All  eligible  applicants  are  required  to  comply  with  general  "thresh- 
old" requirements  in  order  to  compete  for  grant  funds  as  well  as  other 
threshold  requirements  for  public  facilities  projects.  The  general  and 
specific  threshold  requirements  that  are  particularly  important  to  public 
facilities  projects  include: 

*  Submission  of  documents  indicating  that  the  overall  community 
development  needs  have  been  assessed.  This  needs  assessment 
is  a  detailed  process  that  attempts  to  ensure  that  a  community 
has  evaluated  all  development  needs  and  has  logically  identi- 
fied its  capital  improvement  priorities  through  efforts  which 
include  public  involvement. 

*  Submission  of  a  description  not  to  exceed  five  pages  of  the 
community's  overall  plan  for  meeting  its  public  facility  needs; 

*  Statement  whether  the  principal  purpose  of  the  CDBG  project 
being  applied  for  is  to: 

-  benefit  low-  to  moderate-income  households; 

-  aid  in  the  prevention  or  elimination  of  blighting  conditions; 

or 

-  respond  to  community  development  needs  having  a  particu- 

lar  urgency   because   existing   conditions   pose   a   serious 
and  immediate  threat  to  the  health  or  welfare  of  the  com- 
munity,  where  other  financial  resources  are  not  available 
to  meet  such  needs. 
Regardless  of  which   purpose  is  selected,    each  applicant   must 
document    that    a   majority   of   those    persons    who    will    directly 
benefit    from    the    proposed    project    have    low    to   moderate    in- 
comes. 

*  Provision  of  preliminary  engineering  or  construction  informa- 
tion sufficiently  detailed  to  describe  the  scope  of  the  problem 
and  the  estimated  costs;   and 

*  Documentation  that  other  federal,  state  or  local  resources  are 
not  available  to  meet  the  need. 

*  Submission  of  assurances  that  the  applicant  will  comply  with 
all  applicable  federal  and  state  laws  and  restrictions,  if 
awarded  a  grant. 

If  a  public  facilities  project  is  proposed  along  with  economic  devel- 
opment and/or  housing  activities  and  submitted  as  a  comprehensive  ap- 
plication, the  requirements  differ  somewhat  from  those  discussed  for 
single-purpose  applications.  Instead  of  a  five-page  description  of  the 
overall  plan  for  meeting  public  facilities  needs,  a  community  development 
plan  must  be  prepared.  It  must  include  a  summary  of  community  devel- 
opment needs;    a  comprehensive  strategy  that  considers  public  facilities. 
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housing,  and  economic  development;  a  comprehensive  project  summary; 
and  maps.   All  other  requirements  stated  above  apply. 

Applications  for  the  1983  CDBG  Program  are  due  July  1,  1983.  The 
Department  intends  to  announce  grant  awards  by  October  1,  1983.  Fol- 
lowing the  announcement  of  awards,  it  will  probably  take  at  least  two 
months  before  any  funds  will  actually  be  received  by  the  local  govern- 
ments selected.  During  the  interim  period,  the  following  requirements 
must  be  fulfilled:  1)  a  contract  between  the  grantee  and  the  Department 
must  be  prepared,  2)  the  grantee  must  conduct  a  review  of  environmen- 
tal factors,  and  3)  all  the  details  for  assuring  proper  management  of 
the  project  and  the  federal  funds  must  be  finalized.  In  addition,  the 
Department  will  conduct  training  sessions  to  familiarize  grantees  with 
the  numerous  federal  and  state  laws  and  regulations  which  must  be 
complied  with.  These  requirements  include  areas  such  as  environmental 
impacts,  civil  rights,  fair  housing,  labor  practices,  and  administrative 
and  financial  management. 

Applications  for  the  1984  CDBG  program  will  tentatively  be  due  in 
February,  1984.  Prior  to  that  time,  application  workshops  will  be  held 
to  familiarize  local  officials  with  requirements  of  the  1984  program. 


d.       Ranking  and  Approval 

The  demand  for  CDBG  funds  has  always  far  exceeded  the  amount 
of  money  available;  only  about  one  out  of  four  applications  has  received 
funding.  Because  the  program  is  so  competitive,  a  ranking  system  has 
been  developed  to  provide  an  objective  means  to  evaluate  the  degree  to 
which  a  proposed  project  responds  to  the  criteria  for  its  type  of  proj- 
ect. A  review  committee  of  Department  of  Commerce  staff  evaluates  and 
ranks  the  applications  and  makes  recommendations  to  the  Director  of  the 
Department,   who  makes  the  final  decision  on  grant  awards. 

Because  of  the  importance  of  the  ranking  criteria,  communities 
should  be  cautious  in  selecting  activities  for  a  CDBG  application.  The 
fact  that  an  activity  may  be  legally  eligible  under  the  federal  statute 
does  not  insure  that  it  will  be  appropriate  or  competitive  under  the 
guidelines  and  ranking  system.  For  example,  local  comprehensive  plan- 
ning activities  are  eligible  under  the  federal  statutes;  however,  a  local 
planning  project  would  not  be  very  feasible  or  competitive  under  the 
state  CDBG  requirements  or  ranking  criteria. 

All  single-purpose  applications  are  ranked  according  to  four  com- 
mon criteria  which  include  need,  appropriateness,  impact,  and  benefit 
to  low-  and  moderate-income  persons.  Under  the  ranking  system  for 
single-purpose  projects,  each  of  the  three  project  categories  has  its 
own  subsystem,  which  is  used  to  rank  projects  applying  under  that  cat- 
egory. Each  subsystem  uses  different  definitions  of  the  four  criteria  to 
provide  measures  appropriate  for  each  project  category.  The  four  cri- 
teria by  which  1983  single-purpose  public  facility  CDBG  applications 
(including  water  or  sewer  projects)  will  be  ranked  are  as  follows: 
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Need  (200  points) 

*  Rpvpritv  «nfl  immndincy  of  the  threat  to  the  public  health  or 
biilety ,  or  severity  of  blighting  conditions  affecting  the 
project  area  (150  points) 

*  Financial  need  for  CDBG  assistance  (50  points) 

Appropriateness  (200  points) 

*  Rationale  for  selection  of  the  project   (50  points) 

*  Project  plan:  facility  design,  financing  mechanism,  and  main- 
tenance and  operation  (50  points) 

*  Community  involvement  and  efforts  to  resolve  the  problem  lo- 
cally  (50  points) 

*  Efforts  to  secure  alternative  or  additional  funds  (50  points) 

Impact  (200  points) 

*  Complete  and  long-term  solution  (100  points) 

*  Financial  impact  on  assisted  households,  particularly  low-  and 
moderate-income  (100  points) 

Benefit  to  Low-  and  Moderate- Income  Households  (200  points) 

*  Number  of  LMI  households  benefitting  divided  by  the  total 
number  of  households  benefitting  yields  the  percent  benefit  to 
LMI  households 

The  ranking  system  for  comprehensive  applications  differs  from  the 
above-described  system  for  single-purpose  applications,  and  includes 
the  following  factors: 

Project  Factor  (400  points) 

*  Appropriateness  and  soundness  of  entire  proposed  project  as 
it  relates  to  needs,  goals,  objectives,  and  priorities  set  forth 
in  the  comprehensive  community  development  plan 

Activity  Factor  (800  points) 

*  Strength  and  impact  of  the  proposed  project  activities.  Public 
facilities,  housing,  and  economic  development  project  compo- 
nents will  be  evaluated  according  to  the  single-purpose  rank- 
ing criteria  for  each  of  those  areas.  Points  will  be  awarded  in 
proportion  to  the  percentage  of  CDBG  project  funds  for  each 
of  the  three  areas. 

Upon  submission  of  the  application,  Department  of  Commerce  staff 
will  review  the  application  for  completeness  and  for  conformance  to  pro- 
gram requirements.  Following  this  initial  review,  each  CDBG  application 
will  be  evaluated  by  a  CDBG  staff  person  and  a  member  of  the  Depart- 
ment of  Commerce's  Ranking  Committee.  This  team  is  responsible  for 
preparing  a  project  summary  that  includes  a  description  of  the  proposed 
project's  response  to  the   ranking  criteria  and  any  concerns  raised  dur- 
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ing  the  review  process.  The  project  summary  is  then  presented  to  the 
Ranking  Committee,  which  must  assign  scores  for  each  ranking  criteria 
after  considering  the  proposed  project's  response  to  the  four  items.  To- 
tal possible  maximum  scores  for  applications  are  800  points  for  single- 
purpose  grants  and  1,200  points  for  comprehensive  grants.  The  order 
of  scores  for  all  applicants  determines  the  rank  of  each  applicant.  The 
actual  number  and  types  of  awards  will  be  subject  to  funding  availabil- 
ity, the  amount  of  each  applicant's  request,  and  departmental  guidelines 
regarding  fund  distribution. 

If  awarded  a  grant,  the  recipient  must  complete  final  arrangements 
within  six  months  from  the  date  the  awards  are  announced  to  assure 
availability  of  all  other  funding  sources  for  the  project.  This  includes 
private  funds,  local  sources  such  as  bonds  and  improvement  districts, 
state  funds  such  as  the  DNRC  Water  Development  Program  or  Coal 
Board  money,  and  federal  sources  such  as  FmHA  or  the  EPA's  Waste- 
water Treatment  Construction  Grants  Program.  Figure  2  generally  de- 
picts the  procedural  requirements  of  the  CDBG  Program. 


e.       Program  Contacts 

Copies  of  the  1983  program  guidelines  and  other  information  about 
the  CDBG  program  can  be  obtained  by  contacting: 

Dave  Cole  or  Bobbi  Balaz-Davis 

Montana  Department  of  Commerce 

Economic  &   Community  Development  Division 

1424  Ninth  Avenue  (Capitol  Station) 

Helena,   Montana     59620 

Telephone:      (406)  449-3757 


2.        FmHA  WATER  &  WASTE  DISPOSAL  LOANS   &   GRANTS 

a.       General 

The  Farmers  Home  Administration  (FmHA)  has  established  the  Wa- 
ter and  Waste  Disposal  Loan  and  Grant  program  to  provide  financial  as- 
sistance to  communities  of  10,000  population  or  less  for  needed  water 
and/or  sewer  facilities.  These  funds  may  be  used  for  the  installation, 
repair,  improvement  or  expansion  of  water  or  sewer  facilities  where 
other  means  of  financing  are  not  available.  Eligible  applicants  may  re- 
ceive assistance  in  the  form  of  grants  or  loans.  Grant  funds  may  be 
available  to  underwrite  up  to  75  percent  of  eligible  facility  costs;  how- 
ever, grants  may  not  be  used  to  pay  interest  on  loans,  operation  and 
maintenance  costs,  or  to  acquire  or  refinance  existing  systems.  Grants 
are  made  only  when  necessary  to  reduce  the  average  yearly  charges  to 
users   of  the  proposed   facilities  to  a  level  determined  to  be   reasonable 


18 


Figure  2:  Community  Development  Block  Grant 
Program  Application  Procedures 
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by  the  FmHA.  Loans  with  interest  rates  based  on  current  market  yields 
for  municipal  obligations  are  also  available  to  communities.  Loans  may  be 
made  at  lower  rates  if  certain  population  and  median  income  require- 
ments are  met.  Statutes  have  not  established  maximum  loan  amounts, 
but  repayment  must  occur  within  40  years  from  the  date  of  issuance. 

Interim  financing  from  commercial  sources  is  normally  used  during 
construction  for  FmHA  loans,  and  costs  to  communities  are  reimbursed 
by  FmHA  at  the  completion  of  the  project.  If  interim  financing  is  not 
available  or  if  the  cost  of  such  financing  is  less  than  $50,000,  multiple 
advances  may  be  made  to  the  community  based  on  the  progress  of  con- 
struction activities.  Funding  for  this  program  is  on-going,  and  awards 
are  made  as  the  FmHA  requirements  are  met.  Portions  of  the  state  allo- 
cation not  obligated  reverts  back  to  the  national  FmHA  office  (50%  by 
April  5  and  100%  by  August  2).  If  projects  arise  between  these  dates, 
competitive  requests  for  funds  can  be  made  to  the  national  office  for 
expenditure  prior  to  the  beginning  of  the  new  federal  fiscal  year  (Oc- 
tober 1).  FmHA  funds  are  not  carried  over  from  year  to  year;  however, 
applications  for  funding  are  carried  over.  Funds  are  allocated  to  states 
based  upon  rural  populations  and  the  number  of  households  with  in- 
comes below  the  poverty  level.  This  program  requires  no  matching 
funds  from  applicants. 


b.       Eligibility  Requirements 

Eligible  applicants  include  public  entities  such  as  counties,  munici- 
palities, special  purpose  districts  or  authorities,  cooperatives,  associa- 
tions, non-profit  corporations,  and  federally-recognized  Indian  tribes 
for  rural  areas  and  communities  of  up  to  10,000  residents.  Applicants 
must  be  unable  to  finance  the  proposed  project  from  their  own  re- 
sources or  from  any  other  source  of  commercial  credit,  must  be  able  to 
legally  finance,  operate  and  maintain  the  proposed  facility,  and  must  be 
financially  sound  to  ensure  that  the  facility  is  properly  managed  and 
the  debt  repaid. 

Projects  eligible  for  grant  or  loan  assistance  through  this  FmHA 
program  include  those  that  construct,  repair,  improve  or  expand  rural 
water  or  wastewater  facilities,  including  individual  components  of  such 
systems.  Program  funding  assistance  may  also  be  used  to  acquire  water 
supplies  or  water  rights,  or  pay  legal  and  consulting  fees  or  other 
costs  related  to  the  development  of  facilities.  Grants  and  loans  may  also 
be  used  as  a  source  of  joint  funding  with  other  suitable  public  pro- 
grams identified  by  the  FmHA. 


c.       Application  Procedures 

Applicants  eligible  for  financial  assistance  in  the  form  of  grants  or 
loans  are  initially  required  to  file  a  preapplication  with  the  local  or  dis- 
trict FmHA  office  from  which  assistance  may  be  obtained.  The  district 
offices,    which   are   located   in   Billings,    Great    Falls,    Missoula   and    Glas- 
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gow,  can  provide  technical  assistance  in  the  preparation  of  the  pre- 
application  forms.  Once  a  pre-application  is  approved  by  the  District 
Director,  a  meeting  with  the  applicant,  the  applicant's  engineer  and  the 
applicant's  attorney  is  conducted  to  assign  the  tasks  required  for  a  full 
application.  After  the  pre-application  and  full  application  forms  (in- 
cluding an  environmental  assessment)  have  been  reviewed  by  the  Dis- 
trict Director,  the  application  package  is  forwarded  to  the  State  FmHA 
office  in  Bozeman  for  review,  processing,  and  funding  approval.  Once  a 
pre-application  is  approved,  nearly  all  technical  assistance  rests  with 
the  State  office. 


d.       Ranking  and  Approval  Process 

At  the  present  time,  there  is  no  ranking  procedure  for  project  ap- 
plicants. Since  available  funding  has  traditionally  exceeded  the  amounts 
requested,  the  general  award  policy  has  been  based  on  "first  come, 
first  served".  Program  rules  state  that  priority  will  be  given  to  govern- 
mental entities  with  less  than  5,500  residents;  to  projects  that  will  en- 
large, extend  or  modify  an  existing  facility  to  provide  more  efficient 
and  economic  service  to  rural  residents;  and  to  projects  serving  low- 
income  communities.  Ranking  procedures  are  currently  being  formulated 
and  should  soon  be  published  in  the  Federal  Register. 

After  loan  or  grant  approval  and  application  processing  are  com- 
pleted at  the  State  FmHA  office,  funds  are  made  available  to  the  FmHA 
District  Director  for  delivery  to  the  applicant.  It  usually  takes  between 
30  and  90  days  for  applications  to  be  approved  or  disapproved.  Typical 
procedures  associated  with  the  FmHA  Water  and  Waste  Disposal  Loan  and 
Grant  Program  are  depicted  in  Figure  3. 


e.       Program  Contacts 

Preapplication  and  application  forms,  in  addition  to  other  informa- 
tion about  the  FmHA  Water  and  Waste  Disposal  Loan  and  Grant  Program, 
may  be  obtained  by  contacting: 

Ted  Hebnes  or  John  Olerud 
Community  Facility  Loan  Program 
Farmers  Home  Administration 
P.O.    Box  850 
Bozeman,   Montana     59715 
Telephone:      (406)   587-5271 
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Figure  3:  FmHA  Water  and  Waste  Disposal  Loan  &  Grant 
Program  Application  Procedures 
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MONTANA  COAL  BOARD  GRANT  AND  LOAN  PROGRAM 
General 


The  Montana  Coal  Board  provides  financial  assistance  in  the  form 
of  grants  or  loans  to  enable  local  jurisdictions  to  adequately  provide  for 
the  expansion  of  governmental  services  and/ or  facilities  that  are  needed 
as  a  direct  result  of  coal  development  activities.  It  is  the  intention  of 
the  Coal  Board  to  assist  local  efforts  in  planning  for  and  meeting  the 
needs  for  public  services  such  as  water  or  sewer  facilities.  Grants  are 
available  to  fund  up  to  80  percent  of  the  costs  of  main  water  and/or 
sewer  lines,  storage  and  treatment  facilities,  and  other  system  compo- 
nents that  the  Coal  Board  determines  to  be  essential  to  the  function  of 
such  systems.  Grant  funds  may  be  committed  for  more  than  one  year 
for  a  single  project,  provided  funding  does  not  extend  for  more  than 
ten  years  and  does  not  exceed  reasonable  revenue  expectations.  No 
state  agency  or  governing  body  of  a  federally-recognized  Indian  tribe 
may  receive  grants  exceeding  seven  percent  of  the  annual  allocation  to 
the  Coal  Board.  Recent  legislation  authorized  loans  to  be  awarded  to 
eligible  applicants  from  the  same  source  as  the  grants  (8.75%  of  the  coal 
severance  tax).  These  loans  must  be  repaid  within  20  years  at  an  inter- 
est rate  yet  to  be  determined  by  the  Coal  Board.  Loans  must  be  used 
or  committed  for  use  within  one  year  of  the  approval  of  the  loan.  No 
loan  will  be  approved  by  the  Coal  Board  if  money  used  to  repay  the 
loan  is  to  be  derived  from  property  taxes.  Available  funding  for  Coal 
Board  grants  and  loans  is  projected  to  be  $8,632,225  and  $10,768,363 
for  FY   1984  and  FY   1985,   respectively. 


b.       Eligibility  Requirements 

Applicants  eligible  to  receive  financial  assistance  under  the  guide- 
lines of  this  program  include  local  governmental  units,  state  agencies, 
governing  bodies  of  federally-recognized  Indian  tribes,  improvement 
districts,  and  water  and  sewer  districts.  Each  of  these  governmental 
units  must  represent  an  area  that  is  experiencing  impacts  from  coal  de- 
velopment. Coal  Board  financial  assistance  may  be  used  for  the  con- 
struction, reconstruction,  expansion  and  maintenance  of  a  water  and/or 
sewer  system  that  serves  any  new  or  existing  residential  area  directly 
impacted  by  coal  development.  Counties  and  municipalities  may  utilize 
grants  to  pay  for  the  expenses  of  rural  or  special  improvement  dis- 
tricts. Use  of  loans  is  somewhat  limited  by  the  fact  that  property  taxes 
may  not  be  utilized  for  repayment;  loans  must  be  retired  from  user 
fees. 


c.       Application  Procedures 

Prospective  applicants  are  required  to  submit  15  copies  of  a  pre- 
application  package  to  the  Coal  Board  Administrative  Staff  30  days  be- 
fore   any    of    the    six    to    eight    scheduled    Coal    Board     meetings    held 
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throughout  the  year.  The  pre-application  must  include  a  complete  de- 
scription of  the  proposed  project,  a  preliminary  engineering  report  with 
estimated  project  costs,  the  estimated  project  completion  date,  documen- 
tation of  the  project's  relationship  to  coal  development,  and  documenta- 
tion of  the  applicant's  legal  and  financial  ability  to  undertake  and  man- 
age the  proposed  service  or  facility.  Once  the  pre-application  proposal 
is  received,  it  is  reviewed  by  a  committee  of  Department  of  Commerce 
staff  and  other  appropriate  agencies  and  consultants.  The  comments  re- 
ceived during  the  review  process  are  used  by  the  Administration  Officer 
of  the  Coal  Board  to  formulate  a  recommendation  to  approve  or  deny  the 
pre-application  proposal.  The  reviewed  pre-application  and  the  Adminis- 
trative Officer's  recommendation  are  then  presented  to  the  Coal  Board 
at  the  next  Board  meeting.  The  applicant  may  formally  present  the  pre- 
application  to  the  Board  at  this  time.  After  a  review  of  all  pre-applica- 
tion information,  the  Board  may  take  official  action  and  the  proposal 
may  be  approved,  denied,  or  tabled.  If  the  pre-application  is  approved, 
the  applicant  is  required  to  submit  15  copies  of  the  final  full  application 
forms  30  days  before  the  next  scheduled  meeting.  The  Board  may  re- 
quire additional  information  to  be  submitted  with  the  full  application, 
including  local  government  budgets,  documentation  of  local  efforts  to 
resolve  coal  development  impacts,  documentation  of  local  planning  efforts 
and  citizen  participation,  and  firm  bids  or  estimates  of  project  costs. 
Applicants  are  required  to  present  the  final  proposal  to  the  Coal  Board 
at  their  next  scheduled  meeting.  Technical  and  procedural  assistance 
regarding  application  requirements  is  available  from  Coal  Board  adminis- 
trative staff  and  Department  of  Commerce  personnel. 

d.       Ranking  and  Approval  Process 

The  Coal  Board  has  no  formal  ranking  procedure  for  grant  or  loan 
applications;  however,  funding  is  awarded  on  the  basis  of  four  guide- 
lines which  include: 

Need 

*  What  assistance  is  required  to  eliminate  or  reduce  the  severity 
of  the  problem  affecting  the  health,  safety,  or  welfare  of  the 
public 

Severity  of  Impact 

*  What  has  been  the  rapidity  of  growth  and  the  subsequent  ex- 
pansion of  the  problem,  and  to  what  extent  have  community 
residents  been  affected 

Availability  of  Funds 

*  Can  the  request  for  funds  be  granted  from  available  funds 

Degree  of  Local  Effort 

*  What  are  the  historical  and  present  borrowing  and  taxing  ef- 
forts in  the  community,  and  what  efforts  have  been  made  to 
secure  funds  from  other  sources 
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After  the  Coal  Board  has  evaluated  the  final  application  proposal 
and  its  relationship  to  the  four  award  guidelines,  the  Board  may  take 
action  on  the  final  application  and  designate  the  amount  of  assistance 
and  contract  stipulations. 

The  Coal  Board  will  award  50  percent  of  its  annual  appropriation 
to  local  governmental  units  that  have  experienced  or  expect  to  show 
evidence  of  a  10  percent  increase  in  population  as  a  direct  result  of 
coal  development  activities  during  five  designated  three-year  periods. 
For  fiscal  year  1983 ,  the  designated  periods  are  those  from  1978  to 
1981;  1979  to  1982;  1980  to  1983;  1981  to  1984;  and  1982  to  1985.  The 
designated  three-year  periods  will  advance  one  year  ahead  with  each 
passing  year.  Communities  that  experienced  such  population  growth  are 
"designated"  by  the  Department  of  Commerce,  and  are  reviewed  annual- 
ly. Other  communities  that  are  planning  for  or  have  experienced  impacts 
as  a  direct  result  of  coal  development,  but  which  may  not  have  experi- 
enced the  ten  percent  growth  within  any  of  the  designated  three-year 
periods,  are  referred  to  as  "non-designated"  communities.  These  non- 
designated  communities  may  apply  for  the  remaining  50  percent  of  the 
annual  appropriations.  Grant  or  loan  awards  to  these  communities  are 
dependent  on  the  four  award  criteria.  Procedures  regarding  the  Mon- 
tana Coal  Board  Grant  and  Loan  Program  are  summarized  in  Figure  4. 


e.       Program  Contacts 

Information  regarding  the  Montana  Coal  Board  Grant  and  Loan  Pro- 
gram may  be  obtained  by  contacting: 

Murdo  Campbell,   Administrative  Officer 

Montana  Coal  Board 

Department  of  Commerce 

1424   Ninth  Avenue 

Helena,  Montana     59620-0401 

Telephone:      (406)   449-2400 


4.   DNRC  RENEWABLE  RESOURCE  DEVELOPMENT  PROGRAM 

a.   General 

The  Renewable  Resources  Development  Program  (RRD)  is  adminis- 
tered by  the  Montana  Department  of  Natural  Resources  and  Conservation 
(DNRC)  in  order  to  conserve  Montana's  renewable  resources  by  using  a 
portion  of  the  coal  severance  tax  for  their  protection  and  development. 
State  law  requires  that  DNRC  attempt  to  attain  three  goals  through  the 
use  of  RRD  funds.  These  goals  are  "to  enhance  public  resources;  opti- 
mize public  benefits;  and  to  promote  conservation  and  efficient  use  of 
renewable  resources" . 
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Figure  4:  Montana  Coal  Board  Loan  &  Grant 
Program  Application  Process 
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At  one  time,  the  RRD  program  was  allocated  1.25  percent  of  the 
coal  severance  tax  revenues  not  set  aside  for  the  constitutional  trust 
fund.  However,  the  1981  Legislature  amended  the  law  to  allocate  one- 
half  of  this  amount  (.625%)  to  the  RRD  program  and  the  Water  Develop- 
ment Loan  and  Grant  Program.  The  1981  legislation  also  required  that 
the  RRD  fund  be  divided  so  that  15  percent  is  used  for  timber  stand 
management,  40  percent  for  water  development,  15  percent  for  agricul- 
tural land  improvements ,  10  percent  for  conservation  districts  for  de- 
velopment of  water  reservations,  and  20  percent  for  projects  that  DNRC 
considers  appropriate. 

Financial  assistance  is  available  to  applicants  in  the  form  of  grants 
or  loans.  Grants  are  available  only  to  divisions  of  state  government. 
There  are  two  bonding  authorities  that  can  be  used  by  the  State  to 
provide  funds  for  RRD  loans.  One  of  the  primary  sources  is  a  $250  mil- 
lion revenue  bonding  authority  backed  by  the  coal  severance  tax  trust 
fund  that  can  be  used  to  fund  any  water- related  project.  These  loans 
are  available  to  all  state  and  local  governmental  entities,  and  must  be 
repaid  in  30  years  or  in  the  life  of  the  project,  whichever  is  less. 
There  is  no  limit  on  the  amount  of  these  loans,  and  interest  rates  are 
based  on  the  municipal  bond  market  sales.  The  other  major  source  of 
funding  for  RRD  loans  is  from  a  $5  million  general  obligation  bonding 
authority.  This  source  can  provide  state  and  local  governmental  entities 
and  private  individuals  with  funding  for  any  type  of  water-related  proj- 
ect. There  is  a  $200,000  limit  on  loans  from  this  source.  Loan  recipients 
must  repay  the  loan  at  interest  rates  determined  through  the  bond  sale 
over  a  term  of  30  years  or  the  life  of  the  project,  whichever  is  less. 
The  levels  of  funding  for  Renewable  Resource  Development  programs  are 
projected  to  be  approximately  $620,000  for  FY  1984  and  $770,000  for  FY 
1985. 


b.       Eligibility  Requirements 

Eligible  applicants  include  any  division  of  local  or  state  government 
including  counties,  municipalities,  commissions,  boards,  agencies,  or 
departments.  Private  individuals  are  also  eligible  for  loans  from  funds 
made  available  from  the  state  general  obligation  bonding  authority.  The 
RRD  program  may  provide  funds  for  the  construction,  purchase  or  lease 
of  projects  for  the  conservation,  management  or  development  of  Mon- 
tana's renewable  resources  such  as  fish  and  wildlife,  recreation  and  wa- 
ter. In  regard  to  water  or  sewer  projects,  funds  may  specifically  be 
used  for  the  design  or  feasibility  studies  for  such  projects,  for  devel- 
oping plans  for  rehabilitating,  modifying  or  expanding  existing  facili- 
ties, or  for  purposes  that  the  Legislature  may  approve.  Grants  may  be 
awarded  for  amounts  equal  to  the  total  cost  of  feasibility  studies  or 
proposed  project  activities  for  jurisdictions  with  no  repayment  capacity. 
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c.       Application  Procedures 

Eligible  applicants  are  required  to  undertake  a  two-step  application 
procedure.  Applicants  are  initially  required  to  submit  a  brief  statement 
of  intent  to  the  DNRC  Water  Development  Bureau,  which  determines 
whether  or  not  the  project  or  activity  is  eligible  for  program  funding. 
If  the  project  is  eligible  for  funding,  a  complete  application  must  be 
prepared  and  submitted  by  the  applicant.  This  application  must  docu- 
ment the  need  for  the  project  and  identify  alternative  solutions.  The  al- 
ternative chosen  must  be  the  least  expensive  feasible  alternative. 

Technical,  economic,  environmental  and  financial  information  must 
edso  be  submitted  with  the  application.  Typically,  two  bids  or  an  engi- 
neer's design  and  cost  estimate,  as  well  as  other  supplementary  infor- 
mation, are  required  to  demonstrate  technical  feasibility.  A  description 
of  the  project's  costs  and  benefits  must  be  included  to  demonstrate 
economic  feasibility.  An  environmental  review  form,  provided  by  DNRC, 
must  be  submitted  to  determine  the  project's  environmental  impacts.  Ne- 
cessary financial  information  must  also  be  submitted  on  financial  state- 
ments, profit-loss  and  cash  flow  forms  available  from  DNRC.  Applicants 
may  obtain  forms  and  assistance  in  the  preparation  of  applications  from 
Water  Development  Bureau  staff  or  other  DNRC  personnel. 

All  information  regarding  the  technical,  economic,  environmental 
and  financial  feasibility  of  a  project  must  be  presented  for  review  by 
DNRC  staff  and  other  qualified  experts.  Once  the  review  is  complete, 
the  feasibility  of  the  project  is  determined.  If  the  proposal  is  deter- 
mined to  be  feasible,  it  is  then  ranked  for  funding  recommendations. 
Applications  must  be  submitted  by  June  of  the  year  preceding  the  regu- 
lar Legislative  session. 


d.       Ranking  and  Approval  Process 

A  point  scoring  system  is  utilized  by  DNRC  to  rank  all  proposals 
according  to  their  relationship  to  seven  designated  program  goals. 
These  goals  include: 

Enhancement  of  Public  Resources 

*  Consideration  is  given  to  the  project's  effect  on  Montana's 
renewable  resources 

Optimization  of  Public  Benefits 

*  The  public  benefit  of  the  project  is  determined  (including 
health,  safety,  conservation,  natural  environment,  and  eco- 
nomic benefits) 

Conservation  and  Efficient  Use 

*  The  project's  effects  on  the  use  and  conservation  of  renew- 
able resources  is  evaluated 
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Need  and  Urgency 

*  Consideration  is   g^ven   to  immediate   and   future   problems   and 
how  the  project  will  alleviate  them 

Environmental  Feasibility 

*  Projects  with  the  least  environmental  impact  will  receive  pref- 
erence 

Potential  for  Statewide  Application 

*  Consideration  is  given  to  projects  that  will  provide  new  infor- 
mation or  technology  that  may  be  used  statewide 

Prior  RRD  Funding 

*  More   consideration  is   given  to  projects  that   have  not   utilized 
RRD  funding  in  the  past 

Each  program  goal  is  weighted  equally,  and  proposals  may  receive 
from  0  to  10  points  for  each  category,  depending  on  the  project's  rela- 
tionship to  the  particular  goal.  The  total  point  score  for  all  seven  pro- 
gram goals  is  then  used  to  determine  recommended  funding  priorities 
among  all  program  applicants.  The  recommendations  for  project  funding 
are  then  submitted  to  the  Governor,  who  in  turn  submits  them  to  the 
Legislature  in  the  form  of  a  proposed  law.  If  the  law  passes  both 
Houses  and  is  signed  by  the  Governor,  RRD  funds  will  be  appropriated 
for  a  period  of  two  years,  beginning  on  July  1  after  each  Legislative 
session.  After  the  law  is  enacted,  successful  applicants  will  be  notified 
and  DNRC  will  prepare  a  contract  for  the  administration  and  disbursal 
of  funds.  Figure  5  depicts  the  application,  ranking,  and  award  proce- 
dures of  the  Renewable  Resource  Development  Program. 


Program  Contacts 


For    more    information    regarding    Renewable    Resource    Development 
grants  and  loans,   contact: 

Caralee  Cheney 

Department  of  Natural  Resources  and  Conservation 

Water  Development  Bureau 

28  South  Rodney 

Helena,   Montana     59620 

Telephone:      (406)  449-3760 
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Figure  5:  DNRC  Renewable  Resource  &  Water  — 
Development  Programs  Application  Procedures 
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C.   Water  Projects 

1.        DNRC  WATER  DEVELOPMENT  PROGRAM 

a.       General 

The  Water  Development  Program,  created  in  1981  by  the  Montana 
Legislature,  is  administered  by  the  Water  Development  Bureau,  Water 
Resources  Division,  Department  of  Natural  Resources  and  Conservation 
(DNRC).  Its  purpose  is  to  promote  and  advance  the  beneficial  use  of 
water,  and  to  allow  the  citizens  of  Montana  to  achieve  full  use  of  the 
state's  water  by  providing  extensive  financing  for  water  development 
projects  and  activities.  This  is  accomplished  through  the  use  of  coail 
severance  tax  funds  and  bond  proceeds  used  to  make  loans  or  grants  to 
local  governments,  state  agencies,  or  private  entities.  Eligible  private 
applicants  include  individuals,  associations,  and  corporations.  Funding 
for  the  Water  Development  Program  is  allocated  each  biennium. 

The  program  is  funded  by  an  earmarked  percentage  (0.625%  of  the 
gross  proceeds)  of  the  coal  severance  tax;  funding  is  projected  to  be 
$616,588  for  FY  1984  and  $769,169  for  FY  1985,  In  addition,  DNRC  can 
issue  up  to  $5  million  in  general  obligation  bonds  to  provide  additional 
monies  for  loans.  These  loans  are  made  available  at  approximately  the 
same  interest  rate  at  which  the  bonds  are  sold,  and  must  be  repaid 
over  a  period  not  exceeding  30  years  or  the  life  of  the  project,  which- 
ever is  less.  A  $250  million  revenue  bonding  authority  backed  by  the 
coal  severance  tax  trust  fund  may  also  be  used  to  provide  additional 
funding  for  larger  projects.  These  loans  must  be  repaid  over  the  same 
term  as  those  backed  by  the  general  obligation  bonding  authority. 
Loans  from  both  sources  to  pubUc  entities  must  be  approved  by  the 
Legislature.  Loans  to  private  individuals  are  available  throughout  the 
biennium. 

There  are  statutory  limits  on  the  size  of  loans  and  grants.  Loans 
are  limited  to  the  lesser  of  $100,000,  10  percent  of  the  funds  available 
for  loans,  or  80  percent  of  the  fair  market  value  of  the  security  given 
for  a  loan.  Grants  to  private  entities  are  limited  to  25  percent  of  the 
project  cost,  or  5  percent  of  available  funds.  There  is  no  limit  on 
grants  to  public  entities,  unless  the  project  demonstrates  a  repayment 
capacity.  In  this  case,  there  is  a  limit  of  25  percent  of  the  total  project 
cost. 


b.       Eligibility  Requirements 

Any  division  of  state  government,  as  well  as  cities,  counties,  and 
all  other  subdivisions  of  local  government  are  eligible  to  receive  funds 
from  this  program.  In  addition,  private  applicants  including  individuals, 
associations,  corporations,  or  other  non-governmental  entities  not  eligi- 
ble for  a  loan  or  grant  as  a  public  body  may  receive  Water  Development 
Program  funds. 
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Proposed  projects  and  activities  must  be  water- related,  and  may  be 
for  feasibility  work  or  construction.  Specifically,  projects  may  deal  with 
hydropower  development,  construction  or  rehabilitation  of  irrigation 
projects,  construction  of  dams  and  reservoirs,  control  of  saline  seep, 
development  of  water-based  recreation  facilities  and  opportunities,  sta- 
bilization of  streambanks  and  erosion  control,  development  of  water  sup- 
ply, water  treatment  or  rural  water  systems,  and  development  of  water 
conservation  measures  such  as  conversion  from  pumped  to  gravity 
sprinkler  systems. 

In  order  for  a  project  or  a  proposed  activity  to  be  considered  for 
funding  through  the  Water  Development  Program,  the  proposal  must  ad- 
vance the  objectives  of  the  program;  be  located  in  Montana;  be  econom- 
ically feasible;  be  multi-purpose  as  far  as  practical;  comply  with  statu- 
tory and  regulatory  standards;  and  provide  public  benefits  as  a  result 
of  the  proposal. 


c.       Application  Procedures 

Eligible  applicants  are  required  to  undertake  a  two-step  application 
process  similar  to  that  previously  described  for  DNRC's  Renewable  Re- 
source Development  Program.  The  initial  step  involves  the  drafting  and 
submission  of  a  brief  statement  of  intent  to  DNRC  for  a  determination  of 
project  eligibility.  If  the  project  is  eligible  for  program  funding,  a  full 
application  must  be  prepared  demonstrating  the  technical,  economic,  en- 
vironmental and  financial  feasibility  of  the  proposal.  The  applicant  must 
also  document  the  need  for  the  proposed  project,  evaluate  alternatives, 
and  select  the  least  expensive,  yet  feasible  alternative.  This  information 
is  then  submitted  to  DNRC  for  review  and  project  ranking  to  determine 
funding  priorities.  Applications  must  be  submitted  prior  to  June  of  the 
year  preceding  the  regular  Legislative  Session. 


d.       Ranking  and  Approval  Process 

DNRC  utilizes  a  point  system  to  evaluate  the  proposal's  confor- 
mance with  ten  designated  program  goals.  Each  program  is  equally 
weighted,  and  proposals  are  awarded  between  0  and  10  points  for  each 
category,  depending  upon  how  well  the  proposal  meets  the  goal.  The 
program  goals  used  to  rank  proposals  include: 

Provision  of  Public  Benefits 

*  Projects   must   result  in  benefits   to   the  public   health,    natural 
environment ,  or  economic  environment 

Family  Farm  Projects 

*  This    goal    considers    the    benefits    the    project    will    afford    to 
family  farms 
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Use  of  Reserved  Water 

*  This  goal  considers  projects  which  utilize  or  develop  reserved 
water 

Conservation  and  Use  of  Water 

*  This    goal   considers   projects    which   will    promote   conservation 
and  the  efficient  use  of  water 

Urgency  and  Need 

*  This   goal  considers  the  extent  to  which  the  project  alleviates 
immediate  or  anticipated  problems 

Environmental  Feasibility 

*  This    goal    considers    the    environmental    consequences    of    the 
proposed  project 

Degree  of  Multi-Purpose  Use 

*  This    goal   considers   the   benefits   that   the   project   offers   to   a 
variety  of  users 

Protection  of  Prime  Agricultural  Lands 

*  Projects    are    preferred    that    will    not    take    prime    agricultural 
lands  out  of  production 

Water  Storage 

*  New    water   storage   projects   or   projects   that   will   ensure   the 
continuation  of  water  storage  are  desirable 

Geographic  Balance  of  Funding 

*  Projects    are    preferred    that    allow    a    geographic    balance    of 
project  funds 

Points  are  totaled  for  each  of  the  ten  categories  and  the  accumu- 
lated total  is  used  by  DNRC  to  determine  recommended  funding  priori- 
ties among  all  applicants.  These  recommendations  are  forwarded  to  the 
Governor  and  ultimately  to  the  Legislature  in  the  form  of  a  proposed 
law.  If  the  Legislature  passes  the  law  and  it  is  signed  by  the  Gover- 
nor, funds  will  be  appropriated  for  the  biennium  and  allotted  to  suc- 
cessful applicants. 

The  DNRC  also  attempts  to  divide  funds  equally  between  water 
"projects"  which  include  all  physical  facilities  for  conserving,  distribut- 
ing, developing,  storing  and  utilizing  water  for  beneficial  uses;  and 
water  "activities"  which  include  actions  or  projects  designed  to  promote 
or  enhance  water  resources  through  efficient  use,  management,  and 
protection  of  Montana's  water. 

Successful  applicants  will  receive  funding  several  months  after  the 
Legislature  adjourns  (usually  July  1).  Decisions  on  proposals  from  pri- 
vate   applicants    are    made    by    DNRC's    Director,    and    are    funded    with 
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monies    made    available    through    a    block    of    funds    appropriated    by    the 
Legislature. 

Once  the  funding  decisions  have  been  made,  DNRC  enters  into 
contracts  with  the  sponsors  of  funded  projects.  These  contracts  provide 
a  detailed  scope  of  work,  defining  the  work  to  be  accomplished  and  set- 
ting project  milestones,  which  are  tied  to  disbursement  of  funds.  They 
also  provide  for  quarterly  reports  from  project  sponsors;  these  reports 
are  used,  in  conjunction  with  field  visits,  to  monitor  progress.  DNRC 
staff  expertise  is  available  to  ensure  acceptable  progress  on  the  proj- 
ects. Procedural  requirements  of  DNRC's  Water  Development  Program 
are  similar  to  those  previously  depicted  in  Figure  5. 


Program  Contacts 


Information    regarding   DNRC's   Water   Development    Program    may    be 
obtained  by  contacting: 

Caralee  Cheney 

Department  of  Natural  Resources  and  Conservation 

Water  Development  Bureau 

28  South  Rodney 

Helena,   Montana     59620 

Telephone:      (406)  449-3760 


D.   Sewer  Projects 

1.        EPA  CONSTRUCTION  GRANTS   PROGRAM 

a.       General 

The  Construction  Grants  Program  was  established  to  carry  out  the 
intent  of  the  Federal  Water  Pollution  Control  Act  of  1972  (Public  Law 
92-500),  which  is  to  preserve  the  quality  of  our  nation's  waters  through 
the  cooperation  of  local,  state  and  federal  agencies  charged  with  that 
responsibility.  The  1972  law  has  been  amended  several  times,  and  is 
now  commonly  referred  to  as  the  Clean  Water  Act  (Public  Law  97-117). 
The  primary  purpose  of  the  grant  assistance  available  under  the  Con- 
struction Grants  Program  is  to  protect  the  public  health  and  to  assist 
municipalities  in  meeting  the  enforcement  requirements  of  the  Clean  Wa- 
ter Act,  in  particular  the  National  Pollutant  Discharge  Elimination  Sys- 
tem (NPDES)  permit  requirements.  The  Environmental  Protection  Agency 
(EPA)  is  authorized  under  the  Clean  Water  Act  to  provide  grant  assis- 
tance to  municipalities  for  the  development  of  wastewater  treatment  proj- 
ects. The  Montana  Department  of  Health  and  Environmental  Sciences 
(MDHES)  Water  Quality  Bureau  has  been  delegated  the  responsibility  for 
administration  of  the  Construction  Grants  Program. 
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The  Construction  Grants  Program  is  strictly  a  reimbursement  grant 
program  consisting  of  three  phases  or  steps.  Step  1  involves  facilities 
planning  to  determine  the  most  environmentally  sound  and  least  costly 
project  a  community  should  build.  Step  2  is  the  project  design  phase, 
which  includes  the  preparation  of  construction  drawings,  specifications 
and  other  contract  documents.  Step  3  involves  the  construction  of  the 
project.  Facilities  planning  and  design  costs  (Steps  1  and  2)  must  be 
paid  for  by  the  community;  however,  a  part  of  these  costs  are  reim- 
bursed through  an  allowance  at  the  time  the  Step  3  grant  is  made. 
Communities  of  less  than  25,000  population  with  projects  costing  $8  mil- 
lion or  less  may  be  awarded  Step  2  and  Step  3  funding,  which  includes 
an  allowance  for  design  costs  and  construction.  Communities  with  less 
than  10  i 000  population  that  have  funding  problems  which  would  prevent 
them  from  preparing  a  request  for  a  construction  grant  may  be  eligible 
to  receive  advance  funding  to  cover  planning  and  design  costs. 

The  program  provides  grants  to  eligible  applicants  up  to  75  per- 
cent of  allowable  project  costs  until  September  30,  1984.  After  that 
date,  only  55  percent  of  the  allowable  project  costs  will  be  eligible  for 
funding.  The  federal  grant  share  may  be  increased  by  an  additional  20 
percent  for  innovative  or  alternative  technology  projects;  however, 
funding  in  no  case  may  exceed  85  percent.  Although  only  15  to  25  per- 
cent of  the  total  is  required  for  the  local  share,  the  additional  time  and 
effort  required  of  the  grantees  to  assure  compliance  with  federal  re- 
quirements of  the  program  and  the  non-reimbursable  items  present  in 
most  projects  cause  the  local  matching  share  to  be  approximately  30  to 
35  percent  for  most  communities.  There  are  no  restrictions  placed  on 
the  source  of  these  local  funds.  The  Construction  Grants  Program  is 
funded  through  Congressional  approval  of  an  annual  Appropriations 
Bill.  If  the  bill  is  delayed  in  Congress,  program  funding  may  also  be 
delayed. 


b.       Eligibility  Requirements 

The  applicant  must  be  a  public  body  created  under  state  law,  and 
must  have  the  legal  authority  for  the  disposal  of  sewage,  industrial 
wastes,  or  other  wastes.  EUgible  applicants  may  also  include  authorized 
Tribal  organizations  but  not  special  districts  which  do  not  have  as  a 
principal  responsibility  the  treatment,  transport  or  disposal  of  liquid 
wastes.  Although  special  districts  may  not  apply  for  construction 
grants,  they  may  be  formed  to  underwrite  the  local  matching  share  re- 
quired by  the  program. 

Eligible  projects  include  collection  systems,  intercepting  sewers, 
wastewater  treatment  facilities,  outfall  sewers,  in  filtration /in  flow  rehab- 
ilitation, and  the  correction  of  combined  sewer  overflows.  After  Septem- 
ber 30,  1984,  eligible  projects  will  include  only  intercepting  sewers, 
.wastewater  treatment  facilities,  outfall  sewers,  and  infiltration/ inflow  re- 
habilitation projects.  After  this  date,  states  may  use  up  to  20  percent 
of  their  allotment  to  fund  previously  eligible  projects. 
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c.       Application  Procedures 

In  order  to  receive  a  Step  3  construction  grant,  the  applicant  must 
file  an  application  for  grant  assistance  which  includes  documentation  of 
completed  Step  1  and  Step  2  requirements.  The  application  must  include 
a  facilities  plan  prepared  in  accordance  with  EPA  and  MDHES  regula- 
tions including  the  identification  and  mitigation  of  all  environmental  im- 
pacts; certification  that  there  has  been  adequate  public  participation; 
A-95  Clearinghouse  comments;  evidence  of  compliance  with  all  limitations 
on  award  of  program  funds;  construction  plans,  specifications,  and 
project  schedule;  a  draft  plan  of  operation;  and  legal  documentation  of 
additional  properties,  if  the  project  requires  the  acquisition  of  other 
property.  Several  forms  must  be  completed  and  included  in  the  applica- 
tion package.    These  forms  include: 

*  Form  5700-32  (Application  for  Federal  Assistance) 

*  Form  5700-41  (Cost  of  Price  Summai-y) 

*  Form  5700-4  (Compliance  Report) 

*  Form  5700-1  (Assurance  of  Compliance) 

Technical  assistance  regarding  application  procedures  is  provided 
by  the  MDHES  Water  Quality  Bureau.  The  EPA  has  also  prepared  an  ex- 
tensive list  of  publications  that  explain  in  detail  all  three  steps  of  the 
Construction  Grants  Program,  These  publications  are  available  through 
MDHES  or  directly  from  the  U.S.  Department  of  Commerce,  National 
Technical  Information  Service   (NTIS)  at  the  following  address: 

U.S.   Department  of  Commerce 
National  Technical  Information  Service 
5285  Port  Royal  Road 
Springfield,   Virginia     22161 


d.       Ranking  and  Approval  Process 

The  Montana  Department  of  Health  and  Environmental  Sciences  is 
aware  of  communities  that  are  in  need  of  improved  wastewater  facilities 
through  its  inspections  of  wastewater  facilities,  its  frequent  travel 
throughout  the  state,  from  community  correspondence  and  MPDES  activi- 
ties. Communities  in  need  of  such  facilities  are  placed  on  a  priority  list 
according  to  an  EPA-approved  rating  and  ranking  procedure.  The  sys- 
tem used  by  MDHES  must  consider  three  criteria  in  its  determination  of 
priority  applicants.  These  include:  1)  the  impairment  of  classified  water 
uses  resulting  from  existing  municipal  discharges;  2)  the  extent  of 
ground  or  surface  water  use  restoration  or  public  health  improvement 
resulting  from  the  reduction  in  pollution;  and  3)  the  necessity  of  other 
administrative  management  or  public   participation   procedures  in   relation 
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to  the  proposed  project.  If  a  community  is  not  placed  on  the  list  but 
wishes  to  be  included,  it  must  submit  a  written  request  to  MDHES  for 
consideration.  The  ranking  is  reviewed  quarterly  and  the  priority  list 
prepared  at  least  once  per  year.  Copies  of  the  ranking  system  and  pri- 
ority list  are  available  upon  request  from  MDHES. 

Communities  on  the  priority  list  are  encouraged  to  submit  a  full 
application  when  they  advance  to  a  position  high  enough  on  the  Ust  to 
receive  funding.  After  the  full  application  is  reviewed  and  approved  by 
MDHES,  it  is  then  submitted  to  EPA  for  the  grant  award.  EPA  has  45 
days  in  which  to  approve  or  disapprove  the  application.  If  EPA  action 
(approval  or  disapproval)  does  not  occur  within  45  days,  the  application 
will  be  deemed  approved,  subject  to  available  appropriations.  The  EPA 
Construction  Grants  Process  is  summarized  in  Figure  6. 


Program  Contacts 


Information   and  assistance  regarding  the   Construction   Grants  Pro- 
gram may  be  obtained  by  contacting: 

Joe  Steiner 

Wastewater  Construction  Grants  Program 

Montana  Department  of  Health  and  Environmental  Sciences 

Water  Quality  Bureau 

Cogswell  Building,   Room  A-206 

Helena,  Montana     59620 

Telephone:      (406)   449-2406 


E.  Summary  of  Federal  and  State  Programs  For 
Water  and  Wastewater  Projects 

1.        SUMMARY   TABLE 

The  primary  features  of  each  of  the  major  federal  and  state  pro- 
grams available  to  communities  for  water  and  wastewater  systems  are 
summarized  in  Table  1.  This  table  presents  the  basic  eligiblity  require- 
ments, financial  information,  ranking  criteria,  and  other  requirements  of 
each  program.  The  purpose  of  this  table  is  to  enable  local  officials  to 
quickly  determine  if  federal  or  state  funding  assistance  may  be  available 
for  a  desired  project.  Individual  program  guidelines  should  be  thor- 
oughly researched  to  determine  if  the  community  and  the  project  meet 
the  destailed  eligibility  requirements  of  each  program. 
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Figure  6:  Environmental  Protection  Agency 
Construction  Grants  Process 


Prepare  Step  I 
Facility  Plan 


I 


Obtain  Review  &  Approval  of 

Facility  Plan 

By  Water  Quality  Bureau  (WQB) 


i 


Obtain  Priority  Rating  From  WQB  for; 
Step  2  (Design)/ 
Step  3  (Construction)  Grant 


I 


Obtain  Fundable  Rating 

&  Submit  Application  For 

Step  2/3  Grant 


i 


Receive  Step  2/3  Grant 
From  EPA 


T 


Note:  For  Projects  with  estimated  Con- 
struction costs  exceeding  $8  million. 
Separate  Grants,  for  Step  2  and  Step  3 
must  be  obtained. 


Conduct  Design  of  Proposed 
Improvements 


I 


Obtain  Review  &  Approval  of 
Design  Plans  &  Specifications 


T 


Proceed  Through  Step  3  Process 

Including  Bid  Opening,  Construction 

and  Start  Up 
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Program 


Water  &  Waste 
Disposal 
Loans  &  Grants 
(FmHA) 


Eligible 
Applicant 


Counties  &  Munlcipalit 
Special  Purpose  DIstrU 
Cooperatives 
Non-Profit  Corporation 
Fed-recognized  Indian 


ng 

e 


Special 
Requirements 


Program 
Contact 


Applicants  Musi  be 
Unable  to  Finance 
Project  by  Oltier  Means 


Ted  hiebness/Jotin  Oierud 

Community  Facility  Loan  Program 

FmHA 

P.O.  Box  850 

Bozeman,  Montana  59715 

(406)  587-5271 


Renewable 
Resources 
Development 
Program  (DNRC) 


Water 

Development 
Program  (DNRC) 


Counties  &  Municipalil 
Commissions,  Boards, 
Agencies,  Depl. 
Private  Individuals 


Native 
1986) 


Counties  &  Municipalil 
Other  Gov't.  Subdivistc 
Private  Individuals 
Associations  &  Corpor 


Technical,  Economic, 
Environmental,  and 
Financial  Feasibility  of 
Project  Must  be  presented 


Caralee  Cheney 
Department  of  Natural 
Resources  &  Conservation 
Water  Development  Bureau 
28  South  Rodney 
Helena,  Montana  59620 
(406)  449-3760 


Construction 
Grants 
Program 
(EPA/MDHES) 


Municipalities 
Certain  Public  Entitlte 
Authorized  Tribal 
Organizations 


July  1 


Must  Get  on  Priority 

List 

Document  Health/Pollution 

Problems 


Joe  Steiner 

Construction  Grants  Program 

MDHES 

Water  Quality  Bureau 

Cogswell  Building,  Room  A-206 

Helena,  Montana  59620 

<406)  449-2406 


Montana 
Coal  Board 
Grant  &  Loan 
Program 


Community 
Development 
Block  Grants 
(Commerce) 


Local  Governmental  U 
Stale  Agencies 
Special  Districts 
Waler/Sewer  Districts  r  30 
Fed-recognized  Indian  Stings) 


Incorporated  Citiesn'o 
Counties 


Property  Taxes  cannot  be 
Used  to  Repay  Loan 


Murdo  Campbell 
Montana  Coal  Board 
Department  of  Commerce 
1424  Ninth  Avenue 
Helena,  Montana  596200401 
(406)  449-2400 


Must  Meet  General 
and  Specific  Threshold 
Requirements 


Dave  Cole/Bobbi  BalazDavIs 

Department  of  Commerce 

Economic  &  Community  Development 

Division 

1424  Ninth  Avenue 

Helena,  Montana  59620 

(406)  449-3757 
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TABLE  1:  SUMMARY  OF  FEDERAL  &  STATE  PROGRAMS 
FOR  WATER  &  WASTEWATER  PROJECTS 

Program 

Eligible 
Applicants 

Eligible 
Projects 

Local 
Match 

Loan/ 
Grant 

Pre- 
Appli- 
cation 
Reg'd 

Planning 

Costs 

Covered 

Funding 
Level 

Loan 

Repayment 

Period 

Ranking 
Criteria 

Funding 
Cycle 

Special 
Requirements 

Program 
Contact 

Water  &  Waste 
Disposal 
Loans  &  Grants 
(FmHA) 

Counties  i  Municipalities 
Special  Purpose  Disiricis 
Coopetotlves 
NonProtll  Corporellons 
Fed-recognlied  Indian  Tribes 

Wslei  &  Wastewater 
Sysiems  (Construction. 
Repair.  Expaosion) 

No 

Both  Loans 
and  Grants 

Yes 

Reimbursement 
-as  perl  ol  Total 
Project  Cost 

No  Mailmum  Loan 
75%  MsNlmum  Grant 

40  Years  or 
Lite  of 

Facility 

Priority  to,  Under  5.500 
pop .  Health  Risks, 
Facility  Expansion 

Continuous  Cycle 

Applicants  Must  be 
Unable  to  Finance 
Project  by  Other  Means 

Ted  Hebness/John  Oierud 

Community  Facility  Loan  Program 

FmHA 

P  0   Box  850 

Bozeman,  Montana  59715 

(406)  587  5271 

Renewable 
Resources 
Development 
Program  (DNRC) 

Counties  &  Municipeiities 
Commissions.  Boards. 
Agencies.  Depi 
Private  Individuals 

Water  or  Wastewater 
Prolects  (Feasibility. 
Development,  expansion. 

Construction) 

Both  Loans 
and  Grams 

No 

Yes 

$200,000  Loan 

30  Years 
or  Lite  of 
Facility 

Entiance  Public  Resources 
Optimize  PuWIc  Bonetit 
Need/Urgency 
Feasibility 

State-wide  Applications 
Prior  HRD  Funding 

Application  Due  In 
June  of  Years 
Preceding  Legislative 
Session  (1984  &  1986) 

Technical,  Economic. 
EnvlronmenlBl.  and 
Financial  Feasibility  of 
Project  Musi  be  presented 

Caralee  Cheney 
Depanment  of  Natural 
Resources  &  Conservatton 
Water  Development  Bureau 
28  South  Rodney 
Helena.  Montana  S9620 
(406)  449-3780 

Water 

Development 
Program  (DNRC) 

Counties  &  Municipeiities 
Other  Gov't.  Subdivisions 
Private  Individuals 
Associations  i  Corporations 

Water-Related  Projects 
(feasibility.  Development, 
Construction) 

No 

Both  Loans 
and  Grants 

No 

Yes 

$100,000  Loan 
25%  o(  Costs  - 
Private  Entitles  25% 
(or  Projects  With 
Repayment  Ability 

30  Years 
or  Lite 
ot  Facility 

Multi-Purpose  Use 
Water  Storage 
Public  Benefit 
Need/Urgency 

Conservation 
Feasibility 
Geographic  Balance 

Construction 
Grants 
Program 
(EPA/MDHES) 

Municipalities 
Certain  Public  Entlliies 
Authoriied  Tribel 
Organizations 

Wastewater  Systems 
(After  9/30m4  only 
Interceptors.  Treatment 
Facilities.  Oufall  Sewers, 
and  Inllllretlon/lnllow 
Rehabilitation  will  be 
Eligible  ) 

Yes 

Grant 

No 

Reimbursement 
In  Step  3 
Funding 

Grants  to  75% 
(Alter  9'30/84  only 
55%  will  be  Fundable.) 
GrBn<  May  be  increased 
bv  20%  For  Innovative/ 
Alternative  Technology 

Not 
Applicable 

Extent  Project  Will  Restore 

Water  Ouallly 

Public  Health  Improvement 

Applications  Due  July  i 

Must  Get  on  Priority 

List 

Document  Health'Pollutlon 

Problems 

Joe  Stelner 

Construction  Grants  Program 

MDHES 

Water  Duality  Bureau 

Cogswell  Building,  Room  A206 

Helena.  Montana  59620 

(406)  449-2406 

Montana 
Coal  Board 
Grant  &  Loan 
Program 

Local  Governmental  Units 
Slate  Agencies 
Special  Disiricis 
iWatar/Sewer  Districts 
Fed  recognized  Indian  Tribes 

Water  &  Wastewater 
Systems 

Grants  to  60% 
Loans 

Yes 

No.  Funding  may  be 
Available  Irom  County 
Land  Planning  Funds 

No  Limitations 
(Project  Cost 
Estimates  Will 
be  Reviewed  by 

Board  ) 

20  Years 

Need 

Severity  ol  Impact 
Availability  ol  Funds 
Local  Elton 

Contlnous  Cycle 
(Applications  Due  30 
Days  Prior  to  Meetings) 

Property  Taxes  cannot  be 
Used  to  Repay  Loan 

Murdo  Campbell 
Montana  Coal  Board 

1424  Ninth  Avenue 

Helena.  Montana  59620-0401 

(406)  449-2400 

Community 
Development 
Block  Grants 
(Commerce) 

incorporeted  CItlet/Towns 
Ckiuntles 

Economic  Development 
Housing 
Public  FaclKlles 
(Water  &  Wastewater 
Systems) 

No 

Single  Purpose 
Grams 

Comprehensive 
Grams 

No 

Yes 

$400,000  -  Single 
Purpose  Grant 

ssoo.ooo  - 

Comprehensive  Grant 

Not 

Applicable 

Need 

Appropriateness 

Impaci 

Benefit  to  Low  &  Moderate 

Income  Households 

Yearly 

(1984  Applications 
tentatively  Doe  m 
February,  1984  ) 

tMusI  Meet  General 
and  Speclllc  Threshold 
Requirements 

Dave  ColeJBobbi  Balai-Davls 

Oeparlment  ol  Commerce 

Economic  &  Community  Development 

Division 

1424  Ninth  Avenue 

Helena,  Montana  59620 

(406)  449-3757 
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Part  IV:  Basics  of  Financing 


A.   Introduction 

The  provision  of  public  facilities  and  services  for  the  benefit  of  all 
citizens  in  the  community  is  one  of  the  primary  functions  of  local 
government.  Since  the  capital  facilities  necessary  to  provide  these  ser- 
vices are  expensive  and  local  financial  resources  are  generally  limited, 
local  governments  have  developed  a  variety  of  approaches  to  allocating 
their  resources  for  capital  purposes.  Most  federal  and  state  assistance 
programs  for  community  water  or  sewer  projects  require  that  some  por- 
tion of  the  project  cost  be  borne  by  the  community.  Often  the  best 
(and  only)  way  that  a  community  can  provide  this  local  matching  share 
of  large  capital  projects  is  through  debt  financing.  Debt  financing  may 
occur  over  the  long  term  through  the  issuance  of  municipal  bonds, 
which  are  interest-bearing  promises  to  pay  a  specific  sum  of  money 
(principal  amount)  on  a  specified  date  or  dates  in  the  future,  or  by 
short-term  borrowing  measures  such  as  loans,  warrants  or  notes.  Bor- 
rowing permits  the  cost  of  capital  improvements  to  be  shared  with  those 
citizens  who  will  be  using  the  facility  in  future  years. 

Use  of  municipal  bonding  as  a  financing  method  has  increased 
throughout  the  country  over  the  last  three  decades  due  to  increasing 
populations  and  the  related  demand  for  public  services.  Since  municipal 
officials  and  citizens  are  often  called  upon  to  make  decisions  regarding 
these  long-term  financial  commitments,  the  following  narrative  is 
intended  to  provide  an  overview  of  the  "basics"  of  municipal  bonding  in 
terms  of  issuing  procedures,  requirements,  and  usage.  Subsequent  sec- 
tions of  this  chapter  will  discuss  short-term  and  interim  financing  meth- 
ods, local  revenue  sources,   and  special  purpose  districts. 
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B.    Long-Term  Financing 


1.        TYPES   OF  MUNICIPAL  BOND   OFFERINGS 

In  general,  there  are  four  major  types  of  municipal  bond  offerings 
commonly  used  in  Montana.  These  include:  1)  general  obligation  bonds; 
b)  revenue  bonds;  c)  special  assessment  bonds;  and  d)  refunding 
bonds.  The  type  of  bond  issued  to  finance  a  community's  improvements 
depends  in  part  on  the  historical  use  of  bonding  in  the  community  and 
the  circumstances  surrounding  the  bond  offering.  The  following  narra- 
tive briefly  defines  each  of  the  major  bond  types. 


a.       General  Obligation  Bonds 

General  obligation  bonds  pledge  the  unlimited  taxing  power  and  the 
full  faith  and  credit  of  the  issuing  government  to  meet  the  required 
principal  and  interest  payments.  The  amount  of  general  obligation  debt 
that  a  community  can  issue  is  limited  by  Montana  statutes.  These  bonds 
are  most  often  used  to  finance  capital  projects  which  benefit  the  entire 
community  over  a  long  period  of  time  (generally  20  years).  An  election 
is  required  to  obtain  voter  approval  prior  to  the  issuing  process.  The 
bond  issue  election  is  caused  by  the  presentation  of  a  petition  signed 
by  a  percentage  of  voters  (usually  15%)  or  by  the  unanimous  consent  of 
the  governing  body. 


Revenue  Bonds 


These  bonds  pledge  the  revenue  from  a  particular  source  (most  of- 
ten the  revenue  from  the  facility  to  be  constructed)  to  meet  the  princi- 
pal and  interest  payments.  The  bonds  are  issued  without  the  full  faith 
and  credit  of  the  issuing  government.  The  debt  a  community  undertakes 
by  the  issuance  of  revenue  bonds  is  not  subject  to  Montana  limitations 
on  bonded  indebtedness.  Community-wide  sewer  and  water  projects  are 
most  often  funded  by  revenue  bonds. 


c.       Special  Assessment  Bonds 

Special  assessment  bonds  are  issued  to  pay  for  public  improve- 
ments where  the  property  benefited  by  the  improvements  can  be  identi- 
fied. The  principal  and  interest  payments  are  made  from  a  special  as- 
sessment on  the  identified  properties.  These  bonds  are  issued  in  con- 
junction with  the  formation  of  special  improvement  districts,  and  are 
typically  backed  by  special  improvement  district  or  rural  improvement 
district  revolving  funds. 


41 


d.       Refunding  Bonds 

Refunding  bonds  are  bonds  issued  to  retire  an  already  outstanding 
bond.  These  bonds  do  not  represent  a  different  method  of  financing  a 
new  project;  however,  they  do  allow  for  refinancing  of  a  prior  proj- 
ect. The  bonds  may  either  be  general  obligation  bonds  or  revenue 
bonds,  and  are  issued  to:  1)  shorten  the  term  of  the  outstanding  bond 
issue;  2)  take  advantage  of  more  favorable  interest  rates;  3)  eliminate 
restrictive  covenants  on  the  primary  issue;  4)  reorganize  the  maturity 
schedule  of  a  bond  issue;  or  5)  consolidate  community  debt.  The  debt 
is  not  subject  to  limitations  on  bonded  indebtedness. 


2.        DESCRIPTION   OF  A  MUNICIPAL  BOND 

As  previously  mentioned,  a  bond  is  a  certificate  representing  a 
promise  from  the  issuer  to  pay  a  specified  sum  of  money  (face  value  or 
principal  amount)  at  a  specified  date  or  dates  in  the  future  with  period- 
ic payments  of  interest  at  a  specified  rate.  Municipal  bonds  are  identifi- 
able by  four  items  which  include:  a)  the  name  of  the  issuer;  b)  the  in- 
terest rate;  c)  the  maturity  structure;  and  d)  the  yield  or  price.  These 
items  are  common  to  all  bond  issues  and  are  keys  to  understanding  the 
municipal  bonding  process.  Later  sections  of  this  chapter  will  discuss 
other  features  that  are  commonly  associated  with  the  issuance  of  bonds. 


Name  of  Issuer 


The  first  essential  item  contained  on  any  bond  is  the  name  of  the 
issuer.  In  most  cases,  bonds  issued  to  pay  for  the  costs  associated  with 
water  or  sewer  systems  will  be  issued  by  either  county  or  municipal 
governments.  The  board  of  directors  of  county  water  and/or  sewer  dis- 
tricts has  the  authority  to  issue  bonds  after  approval  is  granted 
through  a  public  referendum.  Local  governments  also  issue  bonds  to 
pay  for  projects  undertaken  through  the  formation  of  special  or  rural 
improvement  districts,  and  are  repaid  through  assessments  to  property 
owners  in  the  districts. 


Interest  Rate 


The  interest  on  a  bond  is  the  compensation  paid  or  to  be  paid  for 
the  use  of  money.  Interest  is  most  commonly  expressed  as  an  annual 
percentage  rate.  In  the  case  of  municipal  bonds,  interest  is  paid  semi- 
annually by  the  issuer  to  the  bondholder  (investor) .  Fixed-income  se- 
curities such  as  municipal  bonds  have  interest   rates  which  are   fixed  at 
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the  time  the  bond  is  issued  and  remain  the  same  over  the  life  of  the 
bond.  Interest  rates  depend  on  the  credit  rating  of  the  community;  the 
type,  size  and  risk  of  the  investment;  and  the  maturity  structure  of 
the  bond. 


Maturity  Structure 


The  maturity  structure  of  a  bond  issue  identifies  the  dates  upon 
which  the  investor  will  receive  payments  of  principal  and  interest.  This 
structure  is  basically  determined  from  the  annual  need  for  cash  and  the 
length  of  time  the  debt  will  extend.  As  a  general  rule,  money  should 
not  be  borrowed  for  longer  than  the  life  of  the  capital  improvement  it 
will  purchase.  In  the  case  of  water  or  sewer  facilities,  the  bond  should 
be  repaid  while  some  useful  life  remains  in  the  facility.  The  maturity 
structure  (or  repayment  pattern)  that  a  community  selects  should  consi- 
der the  existing  debt  retirement  structure,  expected  revenues  during 
the  repayment  period,  and  the  rate  at  which  the  community  will  receive 
benefits  from  the  new  facility.  The  repayment  patterns  used  by  commu- 
nities are  classified  as  serial  maturity ,  term  maturity ,  or  irregular 
maturity. 

Serial  maturity  structures  allow  the  principal  to  be  repaid  in  per- 
iodic installments  over  the  lifetime  of  the  issue.  This  structure  allows 
for  repayment  of  equal  amounts  of  principal  each  year,  which  in  turn 
reduces  annual  interest  costs.  Term  maturity  structures  require  that 
only  annual  interest  payments  be  made  to  bond  holders  and  that  the 
principal  amount  borrowed  be  repaid  in  one  lump  sum  when  the  bond 
reaches  final  maturity.  The  principal  amount  of  the  bond  issue  may  be 
repaid  from  funds  set  aside  in  a  special  fund  established  for  debt  re- 
tirement (sinking  fund),  or  with  newly  borrowed  funds.  Bonds  may  also 
be  issued  with  irregular  maturity  structures  in  which  repayment  of 
principal  and  interest  may  follow  any  schedule.  This  maturity  structure 
allows  local  governments  to  tailor  the  repayment  of  debt  to  fit  the  antic- 
ipated future  situation  of  the  community. 


Yield 


The  yield  of  a  municipal  bond  refers  to  the  return  the  bond  pur- 
chaser receives  on  his  investment.  This  yield  reflects  the  interest  rate, 
length  of  time  to  maturity,  and  whether  the  bond  was  purchased  at  a 
premium  or  discount.  Since  the  interest  payment  is  fixed,  the  price  of 
bonds  available  to  investors  must  change  in  order  to  keep  the  yield 
competitive  with  other  newly  issued  bonds.  The  yield  from  municipal 
bonds  may  fluctuate  due  to  changes  in  the  economy,  changes  in  the 
creditworthiness  of  the  issuer,  or  changes  in  the  demand  for  bonds  by 
investors.  Yield  is  most  often  discussed  in  terms  of  "current  yield"  or 
"yield   to   maturity".    "Current   yield"   is   the    relationship   of   the   annual 
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interest  to  the  actual  market  price,  stated  as  a  percentage.  This  rela- 
tionship gives  investors  a  quick  and  simple  measure  of  the  current  in- 
come on  a  bond  earned  from  interest  payments.  The  "yield  to  maturity" 
is  a  measure  of  the  net  annual  return  on  the  municipal  bond  from  pur- 
chase to  final  maturity.  This  measure  of  yield  is  the  most  indicative  to 
investors  in  the  bond  market. 


3.        OTHER   BOND   PROVISIONS 

There  are  several  other  important  features  and  practices  that  are 
commonly  associated  with  municipal  bonds.  While  these  items  are  less 
basic  than  those  previously  mentioned,  these  characteristics  are  funda- 
mental to  a  working  knowledge  of  municipal  bonds.  These  items  include: 
a)  call  provisions;   b)  bond  ratings;   and  c)  bond  registration. 


Call  Provisions 


Call  provisions  are  a  type  of  bonding  provision  which  permits  the 
issuer  to  pay  the  obligation  prior  to  the  stated  maturity  date  on  the 
bond.  Bonds  with  this  provision  usually  have  a  "call  date"  which  gives 
the  earliest  date  that  the  issuer  can  redeem  the  bond.  Call  provisions 
allow  local  governments  to  take  advantage  of  any  significant  drop  in  in- 
terest rates  to  refinance  debts. 

Investors  are  usually  willing  to  purchase  callable  bonds  only  at 
higher  interest  rates  than  non-callable  bonds  of  a  similar  nature;  or 
they  may  require  a  call  premium,  which  is  an  additional  amount  payable 
to  the  bond  holder  if  the  bond  is  called  by  the  issuer.  Bond  issues  are 
attractive  to  investors,  in  part  because  they  represent  an  opportunity 
to  obtain  a  fixed  income  for  a  number  of  years.  If  bonds  are  callable, 
investors  may  not  realize  this  anticipated  income.  As  a  result,  investors 
may  hesitate  to  purchase  callable  bonds  unless  some  incentive  such  as 
higher  interest  rates  or  call  premiums  are  offered. 


Bond  Rating 


A  bond  rating  is  a  description  of  a  local  government's  creditwor- 
thiness as  determined  by  a  bond  rating  agency.  Many  local  governments 
use  their  rating  to  increase  the  marketability  of  a  particular  bond  is- 
sue. The  two  nationally  recognized  bond  rating  agencies  are  Moody's 
Investors  Service,  Inc.  and  Standard  &  Poor's  Corp.,  both  of  which  are 
located  in  New  York  City.  Ratings  are  also  used  by  investors  to  gain  a 
relative  indication  of  the  quality  of  investment  that  a  bond  offering  pre- 
sents. Bonds  are  usually  rated  as  investment  grade  or  below  investment 
grade,  with  various  degrees  comprising  each  category.  In  general,  the 
higher   the   bond    rating,    the   lower   the   interest    costs   to   the   issuer   of 
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the  bond.  Many  small  communities  may  not  have  their  bonds  rated  if  po- 
tential interest  savings  from  offering  rated  bonds  do  not  offset  the  cost 
of  obtaining  the  bond  rating  or  if  the  issue  is  small.  One  of  the  best 
ways  for  a  community  to  obtain  a  favorable  bond  rating  is  to  demon- 
strate careful  long-range  planning,  accurate  recordkeeping,  and  a  his- 
torical pattern  of  prompt  debt  retirement.  Any  bonds  sold  under  a  pri- 
vate sale  to  a  federal  agency  (e.g.,  FmHA)  or  the  State  of  Montana  are 
not  rated. 


Bond  Registration 


A  regfistered  bond  is  one  in  which  the  owner  is  registered  with  the 
issuing  governmental  unit,  and  sale  or  exchange  of  the  bond  cannot  oc- 
cur without  a  change  of  registration.  Bonds  are  now  required  to  be  ful- 
ly registered  as  to  principal  and  interest  or  as  to  principal  only.  There 
are  no  coupons  attached  to  the  bonds,  and  the  payment  of  principal  and 
interest  will  automatically  be  made  to  the  registered  owner.  Effective 
July  1,  1983,  all  tax-exempt  public  obligations  issued  by  state  or  local 
governmental  units  in  Montana  are  required  to  be  fully  registered  as  to 
principal  and  interest. 


4.   BOND  UNDERWRITING  AND  MARKETING 

Due  to  the  size  of  most  municipal  bond  issues,  single  investors  are 
not  generally  available  or  willing  to  purchase  the  entire  offering  them- 
selves. As  a  result,  municipal  bonds  are  most  often  purchased  by  an 
underwriter  or  a  syndicate  of  underwriters.  The  underwriter  is  usually 
an  investment  house  that  serves  as  an  intermediary  between  the  issuing 
government  and  potential  investors.  The  underwriter  agrees  to  purchase 
the  entire  bond  issue  in  hopes  of  reselling  the  individual  bonds  to  in- 
vestors at  a  profit.  There  are  two  types  of  underwriting;  negotiated 
and  competitive. 

Negotiated  underwriting  occurs  when  an  underwriter  is  selected  as 
the  bond  issue  is  being  formulated.  Representatives  of  local  govern- 
ment, the  underwriter,  and  the  fiscal  consultant  (if  one  is  retained  by 
the  issuer)  cooperatively  agree  on  the  interest  rate  that  will  be  paid  on 
each  maturity  date.  Negotiated  underwritings  are  often  used  for  reve- 
nue bond  issues;  however,  Montana  statutes  prohibit  negotiated  revenue 
bond  sales.  Under  certain  circumstances,  a  federal  agency  may  under- 
write a  bond  issue.  For  example,  the  Farmers  Home  Administration  may 
underwrite  all  or  part  of  a  community's  bond  offering  to  construct  or 
improve  water  and  sewer  facilities  if  agency  and  program  requirements 
are  met. 

Underwriting  may  also  be  undertaken  on  a  competitive  basis.  The 
underwriter  selected  to  purchase  the  bonds  is  the  one  who  offers  to 
buy    them    at    the    lowest   interest    cost.    The   community    may    solicit    bids 
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from  all  interested  underwriters.  The  number  of  interested  underwriters 
in  competition  for  the  bid  offering  depends  on  the  size  and  quality  of 
the  bond  issue.  An  underwriter's  bid  states  the  annual  interest  rate  the 
community  will  pay  for  bonds  maturing  each  year  and  the  amount  of 
principal  the  underwriter  will  provide  to  the  community.  The  bid  is 
based  on  the  characteristics  of  the  community,  its  outstanding  debt, 
credit  rating,  characteristics  of  the  particular  issue,  and  upon  what  the 
underwriter  feels  the  investors  will  be  willing  to  pay  when  the  bonds 
are  resold.  Competitive  underwriting  is  used  to  select  underwriters  for 
most  general  obligation  and  revenue  bond  issues. 

Depending  on  the  type,  municipal  bonds  may  be  underwritten  at 
par,  discount,  or  premium.  Bonds  are  underwritten  at  par  when  the 
underwriters  provide  the  community  with  the  exact  amount  borrowed.  If 
the  underwriters  provide  the  community  with  less  than  the  principal 
amount  borrowed,  the  bonds  are  said  to  be  underwritten  at  a  discount. 
Likewise,  if  an  underwriter  provides  the  community  with  more  than  the 
principal  amount  borrowed,  the  bonds  are  underwritten  at  a  premium. 
Montana  states  do  not  permit  communities  to  sell  bonds  at  a  discount. 
The  cost  to  investors  that  an  underwriter  may  offer  is  directly  attribut- 
able to  whether  or  not  bonds  have  been  underwritten  at  par,  discount, 
or  premium.  For  example,  if  bonds  are  underwritten  at  a  discount,  they 
will  most  likely  be  offered  to  investors  at  close  to  par,  or  their  stated 
face  value.  Similar  resale  patterns  may  be  expected  by  investors  if 
bonds  are  underwritten  at  par  or  at  a  premium. 


5.        SERVICING  THE  BOND   ISSUE 

Once  the  bonds  are  delivered  to  the  investor,  the  only  contact  be- 
tween the  issuer  and  the  investor  is  through  the  Paying  Agent,  Regis- 
trar, or  Transfer  Agent.  Paying  Agents  are  almost  always  banks  which 
are  responsible  for  sending  interest  and  principal  repayments  to 
investors  and  for  keeping  accounting  records  of  all  transactions 
involving  investors.  Communities  should  not  insist  that  local  banks  be 
the  designated  Paying  Agent  because  most  local  banks  are  not  staffed 
or  well-equipped  enough  to  handle  the  large  number  of  transactions 
most  bond  issues  require,  especially  registered  bond  issues.  Bond  Reg- 
istrars are  often  the  financial  officer  of  the  local  government  (treasurer 
or  town  clerk)  in  the  case  bearer  bonds  or  the  duties  may  be  the  re- 
sponsibility of  a  financial  institution.  The  Registrar  is  responsible  for 
making  certain  that  the  amount  of  bonds  in  circulation  is  equal  to  the 
amount  of  outstanding  debt.  Transfer  Agents  are  responsible  for  making 
certain  that  bonds  are  transferred  in  a  proper  manner  in  the  event  of 
sale  or  exchange.  The  duties  of  the  Paying  Agent,  Registrar  and 
Transfer  Agent  are  typically  defined  in  the  Bond  Resolution,  and  may 
be  undertaken  by  the  same  financial  institution. 
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6.        REQUIRED   TIME  FRAME   FOR   BOND   ISSUES 

The  amount  of  time  required  to  prepare  and  issue  bonds  is  depen- 
dent on  the  size  and  complexity  of  the  bond  issue  and  whether  or  not 
the  community  is  prepared  to  begin  the  debt  issuing  process.  Typically, 
approximately  six  months  are  required  between  the  time  that  local 
officials  post  notice  of  a  meeting  to  consider  improvements  and  the  time 
the  community  receives  the  money.  If  an  election  is  required  to  approve 
the  bond  issue,  an  additional  six  months  to  a  year  may  be  necessary  to 
obtain  funds  for  the  project.  An  additional  three  to  six  months  may  be 
required  if  project  feasibility  studies  are  needed. 


7.        REQUIRED   DOCUMENTATION 

A  number  of  documents  must  be  prepared  by  local  officials  in  con- 
junction with  any  bond  offering.  Much  of  this  documentation  is  required 
by  state  law;  however,  some  documentation  is  prepared  to  enhance  the 
marketability  of  the  bond  issue.  In  addition  to  the  bond  certificate  it- 
self, which  contains  a  summary  of  the  many  terms  and  conditions  of  the 
bond  issue,  other  documentation  may  be  necessary,  depending  on  the 
type  of  bond  offering.  The  following  narrative  briefly  discusses  this 
supplemental  documentation . 


Notice  of  Sale 


This  document  is  often  the  initial  step  in  the  process  of  offering 
municipal  bonds  for  competitive  sale.  It  specifies  the  maturity  struc- 
ture, the  amount  of  principal  to  be  repaid  at  various  maturity  dates, 
and  the  date  and  time  of  the  bond  sale.  In  addition,  the  official  Notice 
of  Sale  indicates  the  basis  of  awarding  the  bid  on  the  bonds,  the  selec- 
tion criteria  for  evaluating  underwriter  bids,  and  bid  structure  require- 
ments. 


Bond  Indenture  or  Resolution 


This  document  sets  forth  the  maturity  date  and  interest  rate  of  the 
bond  issue,  identifies  the  security  for  the  bonds,  describes  the  rights 
and  duties  of  the  bond  purchaser.  Registrar,  Transfer  Agent,  and  is- 
suer. This  document  will  also  describe  the  provisions  for  registration, 
transfer  and  payment  of  the  bonds. 
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c.       Official  Statement 

This  document  is  issued  in  connection  with  both  general  obligation 
and  revenue  bonds.  It  describes,  in  detail,  the  community,  its  major 
industries,  largest  property  taxpayers,  outstanding  municipal  debt,  his- 
torical tax  collection  and  bond  repayment  information,  and  future  bor- 
rowing plans.  In  addition,  details  of  the  bond  issue  are  discussed,  in- 
cluding: 1)  the  purpose  and  the  amount;  2)  type  of  bond  offering;  3) 
maturity  structure,  interest  payment  dates,  and  call  privileges  (if  any); 
4)  the  time  and  location  of  the  bidding;  5)  the  location  where  the  bonds 
will  be  delivered;  and  6)  the  name  of  the  community's  bond  counsel. 
The  Official  Statement  may  be  prepared  by  local  government  officials, 
the  community's  financial  consultants,  the  underwriter  or  bond  counsel, 
or  a  combination  of  these  individuals,  and  is  required  whenever  a  bond 
issue  is  underwritten  on  a  competitive  basis.  The  Official  Statement  is 
intended  to  inform  potential  underwriters  and  investors  of  the  communi- 
ty's ability  to  repay  the  money  it  borrows.  Feasibility  studies,  rate 
structure  analyses  and  community  debt  analyses  usually  form  the  basis 
for  much  of  the  Official  Statement. 


d.       Legal  Opinion 

The  Legal  Opinion  is  a  document  certifying  that,  in  the  opinion  of 
a  specialized  bond  attorney,  the  municipal  bond  issue  complies  with  all 
legal  requirements  regarding  municipal  debt.  The  Legal  Opinion  is  in- 
tended to  inform  investors  that  the  community  has  the  legal  authority  to 
issue  the  bonds  and  that  the  community  is  legally  bound  by  all  provi- 
sions in  the  bond.  Typically,  the  bond  counsel  is  requested  to  give  an 
opinion  that  the  interest  on  the  bond  issue  is  exempt  from  federal  in- 
come taxation.   This  legal  opinion  makes  the  bonds  marketable. 


e.       Feasibility  Studies 

Feasibility  studies  often  accompany  bond  issue  documents  and  are 
generally  prepared  by  an  engineer  or  a  Certified  Public  Accountant. 
These  studies  present  cost  justifications  for  the  proposed  project  and 
provide  supplementary  evidence  regarding  the  community's  ability  to  re- 
pay the  debt  to  be  incurred,  especially  if  the  proposed  facility  will 
generate  revenue  to  be  used  for  debt  retirement. 
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8.        PROFESSIONAL  ASSISTANCE 

Communities  without  specialized  lepal  or  financial  personnel  on  staff 
may  require  professional  assistance  to  design  a  bond  issue  and  obtain 
the  required  legal  documentation.  The  type  of  professional  assistance 
needed  depends  on  the  size  and  complexity  of  the  bond  offering.  Finan- 
cial consultants  can  help  to  evaluate  the  long-term  capital  improvements 
program,  design  the  bond  issue,  and  help  in  the  preparation  of  all  the 
official  documents  for  bond  rating  and  marketing.  Typical  services  of- 
fered to  communities  by  financial  consultants  include: 

*  Preparation  of  information  on  revenues  necessary  to  retire 
bonds  (reserve  funds  and  sinking  funds); 

*  Recommendation  of  bond  provisions  (call  features,  covenants, 
maturity  structures,  etc.)  and  timing  to  obtain  the  lowest 
possible  interest  rates; 

*  Review  of  outstanding  bond  indentures; 

*  Preparation  and  printing  of  the  Official  Statement  and  Notice 
of  Sale,   and  distribution  to  potential  investors; 

*  Bond  rating  and  decisions  on  the  viability  of  bond  insurance; 

*  Printing  of  the  bonds;   and 

*  Assistance  in  the  delivery  of  bonds  to  the  initial  purchaser. 

The  primary  function  of  a  bond  counsel  is  to  advise  the  issuer  on 
the  legal  and  tax  aspects  of  the  bond  sale.  For  every  bond  issue,  the 
bond  counsel's  duty  is  to  ensure  that  the  requirements  of  local,  state 
and  federal  laws,  judicial  opinions  and  enabling  legislation  or  proce- 
dures are  met  so  that  the  bond  issue  is  legal.  As  previously  mentioned, 
the  bond  counsel  must  offer  an  opinion  as  to  whether  the  interest  earn- 
ed on  the  particular  bond  issue  is  exempt  from  federal  income  taxation. 
The  bond  counsel  may  also  be  required  to  make  sure  the  bonds  are  is- 
sued properly. 

Professional  engineering  services  are  also  important  to  most  bond 
issuance.  In  the  case  of  water  and  sewer  projects,  it  is  the  role  of  the 
engineer  to  determine  project  costs  through  preliminary  engineering  and 
the  design  of  the  project.  The  amount  of  bonds  needed  for  the  project 
may  be  determined  by  the  engineer  after  construction  bids  have  been 
obtained,   selected,   and  reviewed. 

Since  recent  legislation  requires  that  all  tax-exempt  public  obliga- 
tions issued  after  July  1,  1983  be  fully  registered,  the  roles  that  the 
Bond  Registrar  or  Transfer  Agent  play  in  the  servicing  of  bond  issues 
may  increase  in  importance.  In  the  past,  county  or  city  treasurers  and 
town  clerks  have  filled  these  roles  because  many  bonds  were  issued  as 
bearer  bonds,  for  which  interest  was  paid  upon  the  receipt  of  coupons 
and  principal  payments  made  upon  presentation  of  the  bond  certificate. 
The  new  registration  requirement  imposes  more  stringent  requirements 
regarding  bond  ownership  and  transfer,  and  may  result  in  increased 
administrative   costs.    Communities   may   benefit   from   the   appointment   of 
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an  independent   Registrar  or   Transfer   Agent   rather  than   utilizing  local 
government  staff. 

Other  general  assistance  in  the  preparation  of  a  bond  issue  may  be 
obtained  from  the  Montana  Association  of  Counties  or  the  Montana 
League  of  Cities  and  Towns.  These  organizations  may  provide  assistance 
on  technical  or  legal  matters  at  little  or  no  cost  to  the  community.  In 
addition,  these  organizations  may  supply  lists  of  recent  debt  offerings 
within  the  state  for  reference  purposes. 


C.    Use  of  Municipal  Bonds 


1.    GENERAL  OBLIGATION  BONDS 

a.       Purpose  and  Usage 

The  traditional  means  of  financing  most  large,  non-revenue  pro- 
ducing capital  improvements  projects  in  Montana  communities  has  been 
through  the  use  of  general  obligation  bonds.  These  bonds  may  be  is- 
sued by  local  government  to  finance  projects  that  benefit  the  entire 
community  for  a  long  period  of  time.  Montana  statutes  identify  the  major 
purposes  for  which  municipalities  or  counties  may  incur  indebtedness. 
One  such  purpose  for  issuing  bonds  is  for  the  "construction  of  sewers, 
sewage  treatment  and  disposal  plants,  water  works  .  .  ."  [7-7-4101(2), 
MCA].  State  statutes  limit  the  amount  of  general  obligation  debt  that  a 
community  may  incur  to  28  percent  of  the  community's  taxable  value. 
Similar  limitations  are  imposed  on  counties,  which  may  not  exceed  11.25 
percent  of  their  taxable  value  for  most  purposes.  City-county  consoli- 
dated governments  may  not  exceed  39  percent  of  the  taxable  value  of 
the  property  subject  to  taxation.  Special  provisions  are  available  to 
Montana  cities  and  towns  that  allow  them  to  incur  additional  general  ob- 
ligation debt  for  water  and  sewer  system  construction  over  and  above 
the  28  percent  debt  limit.  Municipalities  may  borrow  money  or  issue 
general  obligation  bonds  totalling  up  to  55  percent  of  the  taxable  value 
of  property  in  the  community  for  the  express  purpose  of  constructing 
or  improving  water  and  sewer  facilities.  City-county  consolidated  gov- 
ernments may  issue  bonds  amounting  to  an  additional  10  percent  of  the 
taxable  valuation  over  and  above  the  39  percent  debt  limit  for  water  or 
sewer  system  construction  or  improvements. 


Issuing  Procedures 


Montana  counties  and  municipalities  are  subject  to  virtually  the 
same  provisions  for  issuing  general  obligation  bonds.  For  discussion 
purposes,  this  issuing  procedure  will  be  simplified  into  five  stages 
including   the   bond   issue   election,    notification   of  bond   sale,    bond   un- 
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derwriting,  issuance  of  bonds,  and  service  of  the  bond  issue.  Figure  7 
depicts  the  generalized  procedure  for  issuing  general  obligation  bonds 
in  Montana. 


i)        Bond  Issue  Election 

Local  governments  may  call  for  an  election  on  the  question  of  issu- 
ing general  obligation  bonds  whenever  the  governing  body  unanimously 
consents  that  the  issue  complies  with  the  purposes  authorized  by  state 
law. 

The  bond  issue  election  may  also  be  initiated  through  the  petition 
process  whereby  20  percent  of  the  registered  voters  in  the  county  or 
municipality  request  that  the  question  be  put  to  the  voters  for  approval 
in  a  general  or  special  election.  Any  proposition  relating  to  water  or 
sewer  systems  must  be  submitted  to  to  the  public  at  a  bond  issue  elec- 
tion for  approval  before  any  municipality  may  issue  general  obligation 
bonds.  If  the  local  government  is  authorized  to  submit  the  proposition 
of  issuing  bonds  to  voters  by  law  or  if  significant  interest  in  the  prop- 
osition is  indicated  by  petition,  the  governing  body  is  required  to  pass 
a  resolution  stating  that  the  question  of  issuing  bonds  will  be  put  to 
the  voters  in  a  general  or  special  election.  Notice  of  the  election  must 
be  published  and  posted  to  specify  the  date  and  voting  hours  of  the 
election  and  to  specify  the  purpose,  term  and  amount  of  the  bond  is- 
sue. If  a  majority  of  at  least  40  percent  of  the  registered  voters  in  the 
municipality  or  county  (depending  on  the  issuing  government)  favor  the 
proposition,  then  the  proposition  will  be  considered  adopted  and  ap- 
proved. (Reference:  7-7-4201  through  7-7-4235,  MCA  for  municipalities; 
7-7-2201  through  7-7-2237,   MCA  for  counties) 

ii)      Notification  of  Bond  Sale 

After  voter  approval  of  the  proposition  is  obtained,  the  issuing 
government  must  pass  a  resolution  to  issue  bonds  which  specifies  the 
purpose,  amount,  term,  and  other  bond  requirements.  The  resolution 
must  also  adopt  and  subsequently  publish  a  "Notice  of  Sale  of  Bonds". 
This  notice  is  a  solicitation  for  bids  from  bond  underwriters  and  must 
be  published  in  local  newspapers  and  may  be  published  in  other  news- 
papers within  Montana  or  in  other  states.  Notification  of  a  pending  bond 
sale  as  well  as  any  other  information  deemed  necessary  must  be  supplied 
to  the  Montana  Department  of  Administration  (Board  of  Investments)  for 
review  at  least  15  days  prior  to  the  bond  sale.  (Reference:  7-7-4236 
through  7-7-4253,  MCA  for  municipalities;  7-7-2238  through  7-7-2253, 
MCA  for  counties) 

ill)     Bond  Underwriting 

General  obligation  bonds  are  most  often  underwritten  on  a  competi- 
tive bid  basis.  Bids  submitted  by  underwriters  will  indicate  the  type  of 
bond,  the  annual  interest  rate  that  the  issuing  government  will  pay  for 
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Figure  7:  General  Obligation  Bond  Issuing  Process 
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bonds  maturing  each  year.  Bonds  offered  by  local  government  in  Mon- 
tana must  be  sold  at  par.  The  issuing  government  shall  determine  and 
select  the  bid  which  is  judged  to  be  the  most  advantageous  to  its  con- 
stituents; however,  the  local  government  has  the  option  to  reject  all 
bids  and  offer  the  bonds  at  a  private  sale.  After  a  bid  is  selected,  the 
local  government  may  pass  a  resolution  awarding  the  sale  to  the  selected 
underwriter  and  prescribe  the  form  of  the  bonds.  General  obligation 
bonds  may  be  issued  for  no  longer  than  20  years.  (Reference:  7-7-4254 
and  7-7-4255,  MCA  for  municipalities;  7-7-  2254  and  7-7-2255,  MCA  for 
counties) 

iv)     Issuance  of  Bonds 

This  stage  of  the  bond  issuing  process  consists  of  the  printing, 
registration,  and  delivery  of  bonds.  The  printing  of  bonds  is  the  re- 
sponsibility of  the  issuing  government  or  of  the  underwriter  if  printing 
is  included  in  the  bid.  After  the  bonds  have  been  printed,  it  is  the  re- 
sponsibility of  the  county  treasurer,  city  treasurer,  town  clerk,  or 
Bond  Registrar  appointed  in  the  Bond  Resolution  to  register  the  bonds 
prior  to  being  delivered  to  the  purchaser.  The  registration  must  include 
the  number,  principal  amount  and  interest  rate  of  each  bond,  the  issue 
date,  redemption  date,  if  any,  and  the  due  date,  the  amount  of  princi- 
pal and  interest  payments  required  for  each  bond  with  dates  for  pay- 
ment specified,  and  the  name  and  address  of  the  purchaser.  Delivery  of 
the  registered  bonds  to  the  purchaser  shall  occur  at  the  time  full  pay- 
ment is  made.  (Reference:  7-7-4256  through  7-7-4259,  MCA  for  munici- 
palities;  7-7-2256  through  7-7-2259,   MCA  for  counties. 

v)       Service  of  the  Bond  Issue 

All  proceeds  from  the  sale  of  general  obligation  bonds  must  be  paid 
to  the  county  treasurer,  city  treasurer,  or  town  clerk  and  are  immedi- 
ately available  for  the  purpose  for  which  the  bonds  were  issued.  The 
local  government  must  create  a  sinking  fund  for  the  sole  purpose  of 
paying  the  interest  and  principal  on  the  outstanding  bonds.  All  revenue 
collected  from  taxes  issued  to  repay  the  bond  offering  must  be  credited 
to  the  specific  sinking  fund  and  used  to  repay  the  debt.  The  sinking 
fund  may  be  invested  (subject  to  Department  of  Administration  approv- 
al) or  used  to  buy  back  outstanding  bonds  from  bond  holders.  The  is- 
suing government  is  responsible  for  the  payment  of  interest  or  principal 
from  the  sinking  fund  upon  presentation  of  the  proper  coupon  or  bond 
by  the  bond  holder.  If  revenue  in  the  sinking  fund  is  insufficient,  the 
issuing  government  has  the  authority  to  levy  additional  taxes  to  make 
the  required  principal  or  interest  payment. 
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c.       Advantages  and  Disadvantages 

i)        Advantages 

Since  the  issuing  government  pledges  its  unlimited  taxing  power 
and  its  full  faith  and  credit,  general  obligation  bond  issues  are  consi- 
dered to  be  secure  investments.  This  fact  makes  general  obligation  bond 
offerings  attractive  both  to  underwriters  and  other  investors;  however, 
interest  rates  on  these  bonds  are  frequently  lower  than  other  bond 
types.  The  primary  advantage  of  issuing  general  obligation  bonds  over 
other  bond  types  is  that  non-revenue  producing  projects  may  be  fi- 
nanced over  long  periods  of  time.  Projects  funded  through  the  sale  of 
these  bonds  generally  benefit  the  entire  community  for  periods  of  twen- 
ty years  or  more.  The  outstanding  debt  is  retired  over  the  life  of  the 
project  from  a  form  of  taxation  that  is  equitable  to  all  residents.  Any 
revenue  remaining  in  the  sinking  fund  after  principal  and  interest  pay- 
ments have  been  made  may  be  invested  and  used  to  retire  the  debt  pri- 
or to  final  maturity.  Since  voter  approval  is  necessary  prior  to  the  is- 
suance of  general  obligation  bonds ,  the  expense  is  generally  acceptable 
to  local  citizens. 

ii)      Disadvantages 

The  extent  to  which  general  obligation  bonding  may  be  used  in 
Montana  is  limited  by  State  statutes  regarding  maximum  indebtedness 
and  by  the  fact  that  voter  approval  must  be  obtained  before  a  local 
government  may  issue  bonds.  Additionally,  a  default  on  the  bond  issue 
may  require  the  issuing  government  to  levy  additional  taxes  on  local 
residents.  The  process  of  issuing  general  obligation  bonds  may  be  quite 
lengthy  due  to  bond  election  procedures  and  the  complex  credit  analysis 
required  to  market  bonds.  This  time  lag  may  push  back  project  comple- 
tion dates  and  result  in  increased  construction  costs.  Recent  legislation 
allows  local  governments  to  pay  fees  to  underwriters  or  financial  consul- 
tants for  assistance  in  putting  financing  programs  together.  This  may 
allow  local  governments  to  avoid  procedural  errors  and  ultimately  speed 
up  the  process.  If  property  taxes  provide  the  primary  source  of  reve- 
nue for  debt  retirement,  the  cost  of  new  facilities  or  improvements  to 
existing  facilities  may  not  be  paid  for  by  project  beneficiaries.  Such  a 
situation  may  occur  in  areas  impacted  by  energy  development  where 
large  numbers  of  temporary  workers  may  be  required  only  during  peak 
construction  periods.  During  this  period,  the  demand  for  community 
services  may  be  great  and  improvements  or  new  facilities  may  be  re- 
quired to  meet  the  additional  demand  for  services.  Since  the  construc- 
tion force  is  temporary,  few  are  likely  to  become  permanent  property 
owners  in  the  community.  If  the  local  government  issues  general  obliga- 
tion bonds  to  pay  for  the  required  services,  local  residents  will  be  re- 
quired to  repay  the  issue  for  many  years  after  the  departure  of  the 
transient  population. 
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2.        REVENUE   BONDS 

a.       Purpose  and  Usage 

Another  traditional  long-term  method  of  financing  capital  improve- 
ment projects  is  through  the  use  of  revenue  bonds.  These  bonds  pledge 
the  monies  obtained  from  a  particular  revenue  source  to  meet  the  prin- 
cipal and  interest  payments  of  the  bond  issue.  In  the  past,  Montana 
statutes  have  limited  the  use  of  revenue  bonds  to  municipalities;  how- 
ever, recent  legislation  has  extended  the  provisions  for  use  of  such 
bonds  to  include  counties.  One  of  the  primary  purposes  for  which  reve- 
nue bonds  may  be  issued  is  for  the  acquisition,  construction,  mainte- 
nance and  operation  of  water  and  sewer  systems  [7-7-4402(3a)  through 
7-7-4404,  MCA].  Additional  provisions  are  included  in  the  statutes  that 
specifically  delegate  powers  to  local  governments  regarding  their  role  in 
pollution  abatement  programs  sponsored  by  any  federal  or  state  agency 
or  by  private  industry  (7-7-4405,  MCA).  The  debt  incurred  by  the  is- 
suance of  revenue  bonds  is  not  subject  to  state  limitations  on  bonded 
indebtedness. 


b.       Issuing  Procedures 

Procedures  for  issuing  revenue  bonds  are  similar  in  most  respects 
to  the  provisions  for  issuing  general  obligation  bonds.  The  primary  dif- 
ference is  that  revenue  bonds  may  be  issued  through  a  resolution  of 
the  governing  body,  and  therefore  an  election  is  not  required.  The 
governing  body,  at  its  own  discretion,  may  submit  the  question  of  issu- 
ing bonds  to  the  voters  for  approval.  If  the  issue  is  submitted  to  vot- 
ers, the  election  must  comply  with  the  same  provisions  that  govern  gen- 
eral obligation  bond  issue  elections. 

Any  facility  or  project  financed  through  the  use  of  revenue  bonds 
is  required  to  be  self-supporting.  The  local  government  must  prescribe 
(and  revise,  when  necessary)  the  appropriate  fees  or  service  charges 
to  insure  that  the  undertaking  remains  self-supporting.  The  fees  or 
service  charges  must  be  sufficient  to  pay  all  principal  and  interest 
costs  of  the  bonds,  must  provide  for  operation  and  maintenance  costs, 
and  must  provide  adequate  reserve  funds.  The  proceeds  from  the  sale 
of  bonds  must  be  applied  only  to  the  bond  issue  for  which  it  was  inten- 
ded,  and  transfer  of  funds  to  any  other  account  is  prohibited. 

The  method  by  which  revenue  bonds  may  be  underwritten  may  also 
vary  from  that  commonly  used  for  general  obligation  issues.  Revenue 
bonds  are  commonly  underwritten  on  a  competitive  basis,  whereby  un- 
derwriter bids  are  solicited  and  selected  based  on  which  bid  has  the 
lowest  borrowing  costs.  State  statutes  impose  limits  on  several  revenue 
bond    provisions    for    the    protection    of    the    issuing    government.    These 
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provisions  require  that  revenue  bonds  be  sold  at  par  or  better;  that 
interest  rates  be  payable  semi-annually;  and  that  final  maturity  not 
exceed  40  years  from  the  date  of  issue.  (Reference:  Municipalities  and 
Counties,  7-7-Parts  43,  44,  45,  MCA)  Figure  8  depicts  the  general  pro- 
cess for  issuing  revenue  bonds. 


c.       Advantages  and  Disadvantages 

i)        Advantages 

The  major  advantage  of  using  revenue  bonds  over  other  bond 
types  is  that  revenue  bonds  are  paid  for  by  the  users  of  the  facilities 
being  financed.  This  feature  of  revenue  bonds  constitutes  the  most 
equitable  method  of  debt  repayment  for  local  citizens  and  assures  that 
the  facilities  will  be  self-supporting  through  the  assessment  of  user  fees 
or  service  charges.  Use  of  revenue  bonds  by  local  government  is  also 
advantageous  due  to  the  fact  that  the  debt  is  not  subject  to  Montana 
limitations  on  bonded  indebtedness  and  that  a  bond  election  is  not  re- 
quired. The  credit  analysis  required  for  revenue  bond  issues  is  more 
straightforward  because  payment  generally  comes  from  only  one  source 
and  an  analysis  of  the  economic  health  of  the  entire  community  is  not 
necessary.  However,  the  legal  and  financial  protective  of  the  revenue 
bonds  do  require  close  scrutiny.  In  the  event  of  default,  local  taxpay- 
ers are  not  burdened  with  the  debt  repayment.  Another  advantage  of 
revenue  bonds  is  that  they  can  be  used  to  finance  projects  extending 
beyond  municipal  boundaries.  Generally  speaking,  revenue  bonds  may 
be  supported  by  a  pledge  of  revenues  received  from  operations  in  any 
legitimate  service  area,  whether  inside  or  outside  the  geographical  limits 
of  the  borrowing  governmental  unit.  Use  of  revenue  bonds  allows  need- 
ed improvements  to  be  undertaken,  even  if  the  locality  has  reached  its 
legal  debt  limit  or  taxing  limit  for  general  obligation  bonds. 

ii)       Disadvantages 

Interest  rates  are  typically  higher  and  the  market  not  as  diverse 
for  revenue  bonds  because  revenue  bond  issues  are  generally  repaid 
through  monies  generated  by  the  facility  and  are  not  backed  by  the  un- 
limited taxing  powers  or  the  full  faith  and  credit  of  the  issuing  govern- 
ment. The  legal  requirements  for  issuing  revenue  bonds  are  more  com- 
plicated than  that  for  general  obligation  bonds  due  to  the  fact  that  re- 
strictive covenants  are  often  attached  to  the  bond  which  restrict  facility 
operations  (e.g.,  rate  covenants).  Since  Montana  statutes  require  that 
use  of  revenue  bonds  be  limited  to  self-supporting  projects  or  facilities, 
user  fees  or  service  charges  may  need  to  be  revised  several  times  over 
the  life  of  the  bond  issue.  Rate  structure  revisions  may  be  subject  to 
review  by  the  Montana  Public  Service  Commission,  and  will  most  likely 
be  greeted  by  some  disapproval  by  the  users  of  the  facility.  Most  reve- 
nue bonds  have  call  provisions  that  allow  the  issuing  government  to  re- 
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Figure  8:  Revenue  Bond  Issuing  Process 
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tire    the    debt    before    final   maturity   or    refinance    the   project.    The   call 
feature  of  many  revenue  bonds  may  deter  some  investors. 


3.        SPECIAL  ASSESSMENT  BONDS 

a.       Purpose  and  Usage 

Special  assessment  bonds  are  used  to  finance  community  improve- 
ments where  the  property  benefitted  by  the  improvements  can  be  identi- 
fied. Special  assessment  bonds  may  be  issued  to  county  or  municipal 
government  to  defray  the  costs  of  capital  improvement  projects  in  rural 
improvement  districts  (RID)  or  special  improvement  districts  (SID). 
Bonds  may  be  issued  to  pay  for  all  costs  incurred  through  construction 
or  maintenance  activities  within  the  special  districts.  (Reference:  coun- 
ties, 7-12-2169,  MCA;  municipalities  7-12-4201,  MCA)  Extensions  of  sew- 
er or  water  systems  are  commonly  financed  through  the  issuance  of  spe- 
cial assessment  bonds. 


Issuing  Procedures 


The  board  of  county  commissioners  or  the  city/town  council  may 
sell  bonds  to  pay  for  the  construction  or  operation  and  maintenance  ac- 
tivities associated  with  special  districts  (RID  or  SID).  The  Notice  of 
Sale,  publication  of  notice,  and  the  procedures  for  bond  sale  follow  the 
same  provisions  as  those  for  general  obligation  or  revenue  bond  issues, 
but  are  subject  to  different  time  frames.  A  public  referendum  is  not  re- 
quired to  determine  if  special  assessment  bonds  should  be  issued;  how- 
ever, landowners  within  the  special  district  initially  have  the  opportun- 
ity to  decide  whether  or  not  the  improvement  should  be  undertaken, 
which  ultimately  determines  if  the  bond  will  be  issued.  Debt  financed  by 
special  assessment  bonds  is  not  subject  to  Montana  limitations  on  bonded 
indebtedness. 

Special  assessment  bonds  may  be  sold  to  an  underwriter  on  a  com- 
petitive basis,  soliciting  bids  to  obtain  the  lowest  borrowing  costs.  Af- 
ter all  legal  bond  documentation  is  prepared,  the  board  of  county  com- 
missioners or  the  city/town  council  may  sell  the  bonds.  The  bonds  cre- 
ate a  lien  on  only  that  property  benefitting  from  the  improvement.  Bond 
payments  are  also  backed  by  the  creation  of  revolving  funds.  (Refer- 
ence:   RID,7-12-Part  21,   MCA;    SID,   7-12-Parts  41  and  42,   MCA) 
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c.       Advantages  and  Disadvantages 

i)        Advantages 

The  use  of  special  assessment  bonds  to  finance  capital  improve- 
ments is  desirable  because  the  burden  of  cost  falls  directly  on  the 
property  owners  benefitted  by  the  improvements.  Support  of  the  local 
government's  issuance  of  bonds  is  generally  favorable,  since  a  majority 
of  landowners  within  the  improvement  district  have  expressed  their  ap- 
proval of  the  project.  Local  government  may  view  the  use  of  special  as- 
sessment bonds  as  being  quite  advantageous  for  several  reasons.  First, 
the  debt  financed  by  these  bonds  is  not  subject  to  Montana  Limitations 
on  bonded  indebtedness.  Secondly,  the  bonds  may  be  issued  without  a 
bond  election,  which  is  usually  time  consuming  and  costly  to  the  public. 
Finsilly,  the  issuance  of  these  bonds  requires  little  or  no  capital  from 
the  issuing  government.  State  statutes  also  allow  local  governments  to 
invest  surplus  reserves  in  U.S.  securities  or  in  certificates  of  deposit 
which  will  hasten  the  retirement  of  district  debts. 

ii)      Disadvantages 

Two  of  the  primary  disadvantages  associated  with  the  issuance  of 
special  assessment  bonds  are  directly  related  to  the  formation  of  im- 
provement districts.  Since  the  formation  of  an  improvement  district  is 
seldom  supported  by  all  of  the  affected  landowners,  protesting  land- 
owners within  the  proposed  improvement  district  may  delay  the  project 
through  procedures  outlined  in  Montana  statutes.  If  the  protests  result 
in  a  lengthy  delay,  increases  in  project  costs  may  be  significant  enough 
to  force  cutbacks  in  or  cancellation  of  the  project.  In  addition,  the  as- 
sessment required  of  property  owners  within  an  RID  or  SID  may  unduly 
impact  some  individuals,  especially  in  areas  with  a  high  percentage  of 
low-  or  fixed-income  residents.  In  the  event  that  property  owners  fail 
to  pay  their  assessments,  local  government  may  have  to  levy  additional 
taxes  to  repay  SID  or  RID  revolving  funds. 

Since  special  assessment  bonds  are  not  backed  by  the  full  faith 
and  credit  of  the  issuing  government,  they  represent  a  greater  invest- 
ment risk  than  bonds  that  have  such  backing.  As  a  result,  the  bond 
market  generally  places  a  higher  interest  rate  on  these  bonds  than  on 
other  types.  Administrative,  legal  and  financial  consultant  costs  may 
comprise  a  large  percentage  of  the  cost  on  some  small  improvement  dis- 
trict projects.  The  flexibility  of  special  assessment  bonds  is  limited  by 
Montana  statutes  regarding  authorization,  issuing  procedures,  and  gen- 
eral bond  provisions. 


4.        REFUNDING  BONDS 

a.       Purpose  and  Usage 

Refunding  bonds  are  issued  to  retire  an  already  outstanding  bond 
issue.   These  bonds  may  be  sold  for  cash  and  the  outstanding  bonds  re- 
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deemed  in  cash,  or  the  refunding  bonds  may  be  exchanged  with  the 
holders  of  the  outstanding  bonds.  These  bonds  are  generally  issued  to 
shorten  the  term  of  the  outstanding  bond  issue,  take  advantage  of  a 
more  favorable  interest  rate,  eliminate  restrictive  covenants  on  the  pri- 
mary bond  issue,  reorganize  the  maturity  schedule,  or  consolidate  the 
community  debt. 


b.       Issuing  Procedures 

In  general,  Montana  counties  or  municipalities  have  the  authority 
to  issue  refunding  bonds  for  any  purpose  for  which  bonds  were  origin- 
ally issued.  Refunding  bonds  may  be  either  general  obligation  or  reve- 
nue bonds.  Refunding  general  obligation  bonds  may  be  issued  by  Mon- 
tana county  or  municipal  governments,  and  are  subject  to  the  same 
statutory  provisions  governing  the  issuance  of  general  obligation  bonds, 
including  limitations  on  bonded  indebtedness  (22.5%  of  the  taxable  valu- 
ation for  counties;  28%  of  the  taxable  valuation  for  municipalities).  A 
bond  election  is  not  required  prior  to  the  issuance  of  refunding  general 
obligation  bonds.  The  bonds  must  be  issued  with  a  maturity  of  not  more 
than  ten  years  or  for  the  remaining  term  of  the  outstanding  bond  issue 
if  the  unexpired  term  exceeds  ten  years.  The  interest  rate  on  these 
bonds  must  be  at  least  0.5  percent  lower  than  that  of  the  outstanding 
bonds.  Normally,  a  refunding  issue  should  not  be  considered  unless  the 
new  interest  rate  would  be  one  to  two  percent  lower  than  the  rate  on 
the  bonds  to  be  refunded. 

Issuance  of  refunding  revenue  bonds  does  not  require  voter  ap- 
proval and  the  debt  incurred  through  the  use  of  these  bonds  is  not 
subject  to  state  limitations  on  bonded  indebtedness.  Refunding  revenue 
bonds  may  be  issued  after  the  governing  body  of  a  municipality  passes 
a  resolution  stating  its  intention  to  issue  the  bonds.  (References: 
County  general  obligation,  7-7-Part  23,  MCA;  municipal  general  obliga- 
tion, 7-7-Part  43,  MCA;  municipal  refunding  revenue  bonds,  7-7-Part 
43,   MCA) 


c.       Advantages  and  Disadvantages 

i)        Advantages 

Refunding  bonds  provide  local  governments  with  an  opportunity  for 
flexibility  in  modifying  the  debt  structure  of  the  community.  Use  of  re- 
funding bonds  is  advantageous  when  substantial  interest  savings  will 
occur  by  issuing  a  new  lower  yield  bond  to  pay  off  a  higher  yield 
bond.  Since  no  bond  election  is  generally  required,  issuance  costs  to 
the  local  government  are  quite  low.  Municipal  debt  financed  by  refund- 
ing revenue  bonds  is  not  subject  to  Montana  limitations  on  bonded  in- 
debtedness. 
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ii)       Disadvantages 

The  savings  realized  by  the  issuance  of  refunding  bonds  must  be 
significant  enough  to  offset  any  accompanying  administrative  costs.  In 
addition,  Montana  counties  and  municipal  governments  are  subject  to 
statutory  provisions  limiting  indebtedness  in  the  issuance  of  refunding 
general  obligation  bonds. 


5.        POOLING  SMALLER  LOCAL  GOVERNMENT  BONDS 

a.  Purpose 

House  Bill  733,  which  became  law  in  July,  1983,  authorizes  the  new 
Montana  Economic  Development  Board  to  buy  small  security  issues  (limit- 
ed to  no  more  than  $500,000  each)  from  Montana  local  governments.  The 
term  "securities"  includes  bonds,  bond  anticipation  notes,  or  notes.  The 
Board  then  "pools"  individual  securities  into  a  larger  package  which  is 
sold  as  a  single  issue  to  the  private  investment  community.  Because  the 
pooled  package  will  be  of  a  larger  dollar  amount  in  comparison  to  small- 
er, individual  local  government  issues  and  because  the  package  will  be 
marketed  by  the  State  of  Montana,  which  has  a  more  favorable  bond 
rating  than  local  governments,   a  lower  interest  rate  should  be  realized. 

b.  General  Information 


Eligible  participants  are  "local  government  units" ,  which  means  any 
municipal  corporation  or  political  subdivision  of  the  state,  including 
without  limitation  any  city,  town,  county,  school  district,  or  other  spe- 
cial taxing  district.  Participation  by  an  eligible  local  government  unit  in 
the  pooling  mechanism  is  entirely  voluntary. 

The  financing  mechanism  will  not  change  the  local  government  pro- 
cedures for  issuance  of  bonds  as  specified  by  Montana  law  and  describ- 
ed in  this  book.  Instead  of  marketing  the  bonds  themselves,  local  gov- 
ernment units  may  sell  their  bonds  or  notes  to  the  Board.  The  Board 
may  place  conditions  on  the  local  government  prior  to  accepting  an  issue 
for  pooling.  Thus,  a  local  government  should  contact  the  Board's  Ad- 
ministrative Officer  prior  to  developing  a  bond  issue.  Contacting  the 
Board  at  the  beginning  of  the  process  will  avoid  misunderstandings  or 
delays. 

The  Board  assembles  several  securities  from  individual  Montana  lo- 
cal governments  and  sells  the  package  on  the  market.  The  individual  lo- 
cal government  receives  a  lower  interest  rate  on  its  security  (e.g.,  a 
water  revenue  bond).  Essentially,  the  Board  sets  up  a  loan  agreement 
with  the  local  governments  participating  in  the  package  issue  and  debt 
is  retired  via  loan  repayments  to  the  Board.  The  Board  may  purchase 
bond  anticipation  notes  from  the  local  government  to  provide  interim 
project  financing.  The  Board  may  not  make  any  loans  to  or  purchase 
the  bonds  or  notes  of  any  single  local  government  unit  in  an  amount 
greater  than  $500,000  per  single  loan,   bond  issue,  or  note. 
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c.        Implementation  Schedule 

Because  the  Economic  Development  Board  is  a  new  entity,  adminis- 
trative procedures  and  rules  as  to  how  the  application  process  will  op- 
erate have  not  yet  been  established.  It  is  estimated  that  it  will  be  at 
least  February  of  1984  before  the  Board  will  be  able  to  consider  pur- 
chase of  local  government  securities.   For  further  information,   contact: 

Administrative  Officer 

Montana  Economic  Development  Board 

Montana  Department  of  Commerce 

1424   Ninth  Avenue 

Helena,   Montana     59620 

Telephone:      (406)   449-3494 


6.        SUMMARY   OF  BOND   TYPES 

The  major  features  of  the  previously  mentioned  types  of  municipal 
bonds  are  summarized  in  Table  2.  This  summary  table  is  intended  to 
present  a  brief  side-by-side  comparison  of  the  major  bond  types  that 
municipal  and  county  governments  in  Montana  often  issue  to  underwrite 
the  costs  of  water  and/or  sewer  facilities. 


D.    Other  Long-Term  Financing  Methods 

In  addition  to  the  long-term  financing  methods  previously  dis- 
cussed in  this  chapter,  several  other  methods  may  be  effectively  used 
to  finance  capital  facilities.  Methods  discussed  in  the  following  narrative 
include:  1)  industrial  development  revenue  bonds;  2)  capital  improve- 
ments programming;  and  3)  lease-purchase  agreements.  The  purpose  of 
this  section  is  to  discuss  the  major  features,  usage,  advantages  and 
disadvantages  of  these  alternatives.  As  communities  become  more  and 
more  fiscally  conservative,  the  use  of  alternative  methods  of  financing 
that  reduce  the  long-term  burden  on  local  citizens  has  become  increas- 
ingly important.  These  methods  may  have  some  limitations  as  financing 
sources  for  community  water  or  sewer  services,  but  may  provide  local 
governments  with  a  means  of  setting  portions  of  the  costs  associated 
with  such  systems. 


1.        INDUSTRIAL  DEVELOPMENT   BONDS 

a.       Purpose  and  Usage 

Industrial  development  bonds,  also  known  as  industrial  revenue 
bonds  or  industrial  development  revenue  bonds,  may  be  issued  by  a  lo- 
cal government  to  aid  industry  in  financing  capital  costs.  These  reve- 
nue   bonds    may    be    used   to   acquire   or   improve    any    land,    building   or 
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TABLE  2:  SUMMARY  OF  MUNICIPAL  BOND 

FEATURES 

CITIZEN  OR  POLITICAL 
ACCEPTANCE 

ADVANTAGES 

DISADVANTAGES 

DESCRIPTION 

PURPOSE 

LEGALITY 

GENERAL 

OBLIGATION 

BONDS 

Bonds  pledge  the  unlimited  taxing  power 
and  the  full  laiin  and  credit  o(  issuing  govern 
ment  to  meet  the  required  principal  and  in- 
terest payments  The  amount  of  general  obliga- 
tion debt  that  a  community  can  issue  is  limited 
by  slate  law.  Interest  rates  on  these  bonds  are 
typically  lower  than  (or  other  bond  types. 

General  Obligation  Bonds  are  most  often 
used  by  local  governments  to  finance  capital 
projects  which  benefit  the  entire  community 
and  whose  cost  should  be  defrayed  over  a  long 

period  of  time. 

Authority  to  Issue  Bonds 

Municipalities                 7-7-4201,  MCA 

Counlies                          7  7-2202.  MCA 

Cily-Counlv                     7-7-107.  MCA 
Issuing  Procedures  —  Sewet  and  Water  Systems. 

Munic.pal.lres                7.7-Pan  42 
7-13-Parl  43 

Counties                          7.7-Parl  22 
7-I3Parl  23 
Bond  Limits; 

Municipalities               28%  ot  lanable  value  and  ad- 
ditional 55%  o1  laxable  value 
for  waler'sewet  17-7-4201  and 
4202,  MCA) 

Counties                          11.25%  of  lanable  value  lor 
most     purposes    (7-7-2203, 
MCA) 

CilyCourty                   39%  of  lanaD'e  value  and  ad- 
ditional 10'!°  ot  taxable  value 
tor     waler/sewei    systems 
(7-7  107  and  108,  MCAl 

Montana  law  (7-7-Parls  1.  42  and  7-7-223, 
MCA)  require  a  bond  election  to  allow  citizens 
the  right  to  approve  or  reject  each  issue  Pro- 
cedures also  exist  to  protest  municipal  bond 
elections  (7-7-105,  106.  MCA) 

Interest    rates   are   frequently   lower 
than  for  other  bond  types 
General    Obligation    Bonds   possess 
more  marketability  due  to  the  secure 
nature  of  Ihe  investment 
Nonrevenue  producing  projects  may 
be  financed  through  the  use  of  these 
bonds 

Debt  can  be  retired  over  the  life  of  the 
project  from  an  equitable  form  ot  tax- 
ation 

The  community  has  the  opportunity 
to  invest  the  proceeds  of  the  bond 
issue 

Voter  approval   is  required  to  issue 
general  obligation  debt 
Bonds  are  subject  to  statutory  limita- 
tions   on     amount    of    public    in- 
debtedness 

The  time  lag  required  by  bonding  pro- 
cedures  may   increase   construction 
costs 

A  default  on  a  bond  issue  may  require 
the  local  government  to  raise  taxes 
A  complex  credit  analysis  is  required 
to  market  bonds 

If  properly  taxes  are  used  to  pay  off 
the  debt,  the  project  is  being  paid  for 
by  all  property  owners,  instead  of  just 
those  directly  benefitted  by  the  pro- 
ject 

REVENUE 
BONDS 

Bonds  pledge  the  revenue  from  a  particular 
revenue  source  (generally  receipts  from  the 
facility  to  be  constructed)  to  meet  principal 
and    interest    payments,    Bonds    are    issued 
without  the  full  faith  and  credit  of  the  issuing 
agency- 

Revenue  Bonds  are  used  by  local  govern- 
ments to  provide  initial  financing  of  facilities 
or  capital   improvements  that  could  be  self- 
supporting  from  revenues  generated  over  the 
lite  of  the  system. 

Authority  to  Issue  Bonds: 
fvlunicipalities          7-7-4421,  fvICA 

77.4321  and  4322,  MCA 
Counties                   7-7-Par1   44  and   7-7-Pan 
45.  MCA 

Issuing  Procedures 
Municipalities           7-7-Parts  44  and  45,  MCA 

7-13-Pan  43,  MCA 
Counties                   Subject    lo    same   basic 
provisions  as  those   for 
cities  and  towns 

Since  the  use  of  revenue  bonds  is  applied  to 
self-supporting  facilities,  only  persons  directly 
benefitting  from  the  sen/ices  provided  by  the 

facility  must  bear  the  costs  Citizen  concern  is 
most  often  directed  at  the  rates  established  to 
pay  for  the  facility.  In  Montana,  rate  structures 
for  water/sewer  services  are  typically  subject 
to  approval  by  the  Public  Service  Commission, 

Users  pay  for  the  facility 
Debt  is  not  subject  to  Montana  limita- 
tions on  bonded  indebtedness 
Voter  approval  is  not  required 
Default  on  th«r  Issue  does  not  burden 
local    taxpayers,    but    may    increase 
utility  rates 

The    credit    analysis    required     is 
straightforward 

The  use  of  revenue  bonds  promotes 
sound    financial    management    and 
allows    the    community    to    create 
operation,  maintenance,  and  reserve 
funds. 

The  use  of  revenue  bonds  is  limited  to 
projects  that  will  be  self-supporting 
The   legal   requirements   for  issuing 
revenue  bonds  are  much  more  com- 
plicated than  those  (or  general  obliga- 
tion bonds 

SPECIAL 

ASSESSMENT 

BONDS 

Bonds  are   issued  to  pay   for  public   im- 
provements in  which  the  property  benefitted 
can    be    identified-    Principal    and    Interest 
payments  are  made  by  a  special  assessment 
on    the    properly    benehtting    from    the    im- 
provements. 

Special  Assessment  Bonds  allow  property 
owners  the  opportunity  to  amortize  Ihe  capital 
costs   of   constructing   the   particular   public 
facility  over  a  number  of  years  at  a  relatively 
low  interest  rale 

General  Procedures: 
Municipalities          SIDs  7-12-Parts  41  and 

42,  MCA 
Counties                   RIOs:  7  12-21,  MCA 

Improvement  District  Bonding  Requirements 
Municipalities          SIDs  7-12Part  42,  MCA 
Counties                     RIDs   7-12-2169,  f^CA 

The  burden  of  paying  for  a  desired  public  im- 
provement falls  directly  on  the  benefitted  pro- 
perty owners.  Special  assessment  districts  are 
formed  on  the  basis  of  the  petition  of  a  majori- 
ty of  property  owners  Some  opposition  may 
occur  from  impacted  landowners  who  do  not 
favor  the  creation  oi  llp  special  district 

The  burden  of  the  costs  falls  directly 
on  the  benefitted  property  owners 
A  bond  election  is  not  required 
Little  or  no  capital  is  required  from 
the  issuing  agency 
Public  Support  IS  generally  enhanced 
through  involvement  of  the  affected 
properly  owners 

Local    governments   may   invest   the 
proceeds  of  the  bond  issue  (or  the 
benefit  at  the  district 
Debt  financed  by  special  assessment 
bonds  IS  noi  subject  lo  debt  limita- 
tions 

The  project  may  be  delayed  due  to 
protests  by  some  impacted  property 
owners 

Administrative    costs    may    com- 
promise a  large  percentage  of  small 
project  costs 

Special  assessments  may  unduly  im- 
pacl  landowners  in  low-income  areas 
In  the  eveni  that  property  owners  fall 
to  make  the  required  payment,  local 
government   may  have  to  levy  addi- 
tional  taxes   to   repay  the  revolving 
fund 

REFUNDING 
BONDS 

Bonds    are    issued    to    retire    an    already 
outstanding  bond.  These  refunding  bonds  may 
be  sold  for  cash  and  the  ouistandmg  bonds 
redeemed  in  cash,  or  ihe  relundmg  bonds  may 
be  exchanged  with  the  holders  of  the  outstan 
ding    bonds.   These   bonds   may   be   general 
obligation  or  revenue  bonds 

Refunding   Bonds  are  generally  issued  to 
shorten  the  term  o'  the  bond  issue,  to  take  ad- 
vantage of  more  favorable  inleresi   rates,  to 
eliminate  restrictive  covenants  affecting  the 
primary    issue,    to    reorganize    the    maturity 
schedule,  or  to  consolidate  a   community's 
debt 

Authority  to  Issue  Refunding  Bends 
Municipalities          (G  0    7-7-4301.  MCA) 
(Revenue    7-7-4f01, 
MCA) 
Counties                   (G.O.:  7-7-2301,  MCA) 

Procedures  and  Requirements 

Municipalities          (GO    7-7-Pan  43,  MCA) 
(Revenue  7-7-Parts  45 
and  46,  MCA) 

Counties                     (G  0     7-7.Part  23.  MCA) 

Citizen  understanding  and  a  clear  statement 
of  the  purpose  for  issue  "-v..  ^cnds  is 
necessary  for  acceplancft  b>  the  cublic 

Refunding  bonds  offer  the  opportuni- 
ty for  flexibility  in  modifying  the  debt 
structure  of  the  community 
Debt   financed  by  certain  refunding 
bonds  may  not  be  subject  to  debt 
limitations 

No  bond  election  is  required 
Generally,  any  bond  that  can  be  legal- 
ly issued  can  be  legally  refunded 
The  issuing  agency  will  save  interest 
expenses  by  issuing  new  lower  yield 
bonds  to  pay  off  higher  yield  bonds 

Cost    savings    must    be    significant 
enough  to  offset  the  accompanying 
administrative  costs                                    1 
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other  facility  necessary  to  stimulate  economic  growth,  atti'act  industry, 
or  provide  services  to  protect  the  public  health  or  welfare.  Projects  au- 
thorized to  be  funded  by  the  issuance  of  industrial  development  bonds 
are  identified  in  Montana  statutes  (90-5-101,  MCA).  The  use  of  indus- 
trial development  bonds  within  Montana  has  primarily  been  associated 
with  commercial  development.  A  portion  of  the  proceeds  from  the  sale  of 
these  bonds  has  typically  been  used  to  offset  the  cost  of  extending  wa- 
ter or  sewer  services  to  the  new  commercial  facilities.  Income  generated 
by  the  industrial  or  commercial  facilities  is  used  to  repay  the  principal 
and  interest  on  the  bond  issue.  In  case  of  a  default,  the  bonds  are  se- 
cured through  mortgages  covering  land  and  buildings  or  other  encum- 
brances on  property,   such  as  equipment. 


Issuing  Procedures 


Provisions  for  the  issuance  of  industrial  development  bonds  by  mu- 
nicipal or  county  governments  in  Montana  are  specified  in  State  statutes 
(90-5-102  through  90-5-110,  MCA).  Prior  to  issuing  any  bonds,  local 
governments  must  hold  a  hearing  on  the  proposed  project  to  solicit  com- 
ments from  the  public.  Notice  of  the  hearing  must  be  published  in  a  lo- 
cal newspaper  for  three  weeks  and  must  specify  the  time,  date  and 
place  of  the  hearing;  the  nature  of  the  project;  the  name  of  the  user  of 
the  funds;  and  the  estimated  cost  of  the  project.  After  public  comments 
have  been  reviewed,  the  local  government  may  not  issue  bonds  unless 
the  proposed  project  is  in  the  public  interest.  Any  bond  provisions 
deemed  to  be  in  the  public  interest  may  be  acceptable  to  the  local  gov- 
ernment; however,  the  final  maturity  of  the  bond  cannot  exceed  30 
years  from  the  original  date  of  issue.  Industrial  development  bonds  may 
be  underwritten  and  marketed  in  the  same  manner  as  revenue  bonds 
and  are  done  so  by  negotiated  sale. 


c.       Advantages  and  Disadvantages 

i)        Advantages 

One  of  the  major  advantages  associated  with  the  issuance  of  indus- 
trial development  bonds  is  that  debt  incurred  through  this  financing 
method  is  not  a  liability  to  the  community.  The  debt  is  retired  by  the 
industrial  or  commercial  operations  that  used  the  bonds  for  financing. 
In  addition,  debt  financed  through  the  use  of  these  bonds  is  not  sub- 
ject to  Montana  limitations  on  bonded  indebtedness.  The  use  of  these 
bonds  also  allows  the  local  community  to  exercise  some  control  over  its 
economic  future.  Since  a  hearing  on  the  proposed  project  is  required 
before  any  bonds  can  be  issued,  the  local  government  depends  on  its 
citizens  to  help  determine  the  community's  future.  Industrial  develop- 
ment bonds  may  allow  industrial  or  commercial  growth  to  occur  in  areas 
where  private  financing  would  not  allow  such  expansion.  As  a  result, 
economic    growth    may   occur   at    a    desirable    rate    in    a    community    which 
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TABLE  2:  SUMMARY  OF 

DISADVANTAGES 

DESCRIPTION 

GENERAL 

OBLIGATION 

BONDS 

Bonds  pledge  the  unlimited  taxing  power 
and  the  (ull  lailh  and  credit  ot  issuing  govern- 
ment to  meet  the  required  principal  and  in- 
terest payments.  The  amount  of  general  obliga- 
tion debt  that  a  community  can  issue  is  limited 
by  state  law  Interest  rates  on  these  bonds  are 
typically  lower  than  for  other  bond  types. 

r 
s 

B 

y 
e 

e 

y 

d 

Voter  approval   is  required  to  issue 
general  obligation  debt 
Bonds  are  subject  to  statutory  limita- 
tions   on    amount    of    public    in- 
debtedness 

The  time  lag  required  by  bonding  pro- 
cedures may  increase  construction 
costs 

A  default  on  a  bond  issue  may  require 
the  local  government  to  raise  taxes 
A  complex  credit  analysis  is  required 
to  market  bonds 

If  property  taxes  are  used  to  pay  off 
the  debt,  the  project  is  being  paid  for 
by  all  properly  owners,  instead  of  just 
those  directly  benefitted  by  the  pro- 
ject 

REVENUE 
BONDS 

Bonds  pledge  the  revenue  from  a  particular 
revenue  source  (generally  receipts  from  the 
facility  to  be  constructed)  to  meet  principal 
and    interest    payments.    Bonds   are    issued 
without  the  full  faith  and  credit  of  the  issuing 
agency. 

1 

1 

1 

The  use  of  revenue  bonds  is  limited  to 
projects  that  will  be  self-supporting 
The   legal   requirements   for  issuing 
revenue  bonds  are  much  more  com- 
plicated than  those  for  general  obliga- 
tion bonds 

SPECIAL 

ASSESSMENT 

BONDS 

Bonds   are   issued   to   pay   for   public   im- 
provements in  which  the  properly  benefitted 
can    be    identified.    Principal    and    interest 
payments  are  made  by  a  special  assessment 
on    the    properly    benefitting    from    the    im- 
provements. 

y 

n 

d 
d 

e 
e 

It 

The  project  may  be  delayed  due  to 
protests  by  some  impacted  property 
owners 

Administrative    costs    may    com- 
promise a  large  percentage  of  small 
project  costs 

Special  assessments  may  unduly  im- 
pact landowners  in  low-income  areas 
In  the  event  that  properly  owners  fail 
to  make  the  required  payment,  local 
government  may  have  to  levy  addi- 
tional  taxes  to  repay  the  revolving 
fund 

REFUNDING 
BONDS 

Bonds    are    issued    to    retire    an    already 
outstanding  bond.  These  refunding  bonds  may 
be  sold  for  cash  and  the  outstanding  bonds 
redeemed  in  cash,  or  the  refunding  bonds  may 
be  exchanged  with  the  holders  of  the  outstan- 
ding  txjnds.    These   bonds   may   be   general 
obligation  or  revenue  bonds 

i- 

Bt 

g 

3t 

1- 

5t 

d 

Cost    savings    must    be   significant 
enough  to  offset  the  accompanying 
administrative  costs 

other  facility  necessary  to  stimulate  economic  growth,  attract  industry, 
or  provide  services  to  protect  the  public  health  or  welfare.  Projects  au- 
thorized to  be  funded  by  the  issuance  of  industrial  development  bonds 
are  identified  in  Montana  statutes  (90-5-101,  MCA).  The  use  of  indus- 
trial development  bonds  within  Montana  has  primarily  been  associated 
with  commercial  development.  A  portion  of  the  proceeds  from  the  sale  of 
these  bonds  has  typically  been  used  to  offset  the  cost  of  extending  wa- 
ter or  sewer  services  to  the  new  commercial  facilities.  Income  generated 
by  the  industrial  or  commercial  facilities  is  used  to  repay  the  principal 
and  interest  on  the  bond  issue.  In  case  of  a  default,  the  bonds  are  se- 
cured through  mortgages  covering  land  and  buildings  or  other  encum- 
brances on  property,   such  as  equipment. 


Issuing  Procedures 


Provisions  for  the  issuance  of  industrial  development  bonds  by  mu- 
nicipal or  county  governments  in  Montana  are  specified  in  State  statutes 
(90-5-102  through  90-5-110,  MCA).  Prior  to  issuing  any  bonds,  local 
governments  must  hold  a  hearing  on  the  proposed  project  to  solicit  com- 
ments from  the  public.  Notice  of  the  hearing  must  be  published  in  a  lo- 
cal newspaper  for  three  weeks  and  must  specify  the  time,  date  and 
place  of  the  hearing;  the  nature  of  the  project;  the  name  of  the  user  of 
the  funds;  and  the  estimated  cost  of  the  project.  After  public  comments 
have  been  reviewed,  the  local  government  may  not  issue  bonds  unless 
the  proposed  project  is  in  the  public  interest.  Any  bond  provisions 
deemed  to  be  in  the  public  interest  may  be  acceptable  to  the  local  gov- 
ernment; however,  the  final  maturity  of  the  bond  cannot  exceed  30 
years  from  the  original  date  of  issue.  Industrial  development  bonds  may 
be  underwritten  and  marketed  in  the  same  manner  as  revenue  bonds 
and  are  done  so  by  negotiated  sale. 


c.       Advantages  and  Disadvantages 

i)        Advantages 

One  of  the  major  advantages  associated  with  the  issuance  of  indus- 
trial development  bonds  is  that  debt  incurred  through  this  financing 
method  is  not  a  liability  to  the  community.  The  debt  is  retired  by  the 
industrial  or  commercial  operations  that  used  the  bonds  for  financing. 
In  addition,  debt  financed  through  the  use  of  these  bonds  is  not  sub- 
ject to  Montana  limitations  on  bonded  indebtedness.  The  use  of  these 
bonds  also  allows  the  local  community  to  exercise  some  control  over  its 
economic  future.  Since  a  hearing  on  the  proposed  project  is  required 
before  any  bonds  can  be  issued,  the  local  government  depends  on  its 
citizens  to  help  determine  the  community's  future.  Industrial  develop- 
ment bonds  may  allow  industrial  or  commercial  growth  to  occur  in  areas 
where  private  financing  would  not  allow  such  expansion.  As  a  result, 
economic    growth    may   occur   at    a    desirable    rate    in    a    community    which 
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may    have    lacked    the   attributes   to   attract   industrial   or   commercial   ac- 
tivity. 

ii)       Disadvantages 

One  of  the  primary  problems  associated  with  the  use  of  industrial 
development  bonds  is  that  citizen  acceptance  of  such  bonds  may  be  dif- 
ficult to  obtain.  Citizens  often  express  the  concern  that  the  issuance  of 
such  bonds  represents  a  public  subsidy  of  private  industry.  Montana 
statutes  impose  limitations  on  the  types  of  projects  that  may  utilize  the 
proceeds  of  the  bond  sale  and  identify  acceptable  project  cost  items. 
Since  the  community  is  not  responsible  for  debt  retirement ,  interest 
rates  associated  with  industrial  development  bonds  are  generally  the 
highest  of  all  tax-exempt  bonds.  Unless  an  industrial  or  commercial  en- 
terprise has  a  good  record  of  debt  retirement  and  a  financial  structure 
to  service  the  debt,  the  bond  issue  will  most  likely  be  difficult  to  un- 
derwrite and  market.  The  local  governing  body  can  only  use  this  finan- 
cing technique  in  conjunction  with  private  enterprise  development;  it 
does  not  initiate  the  project. 


2.        CAPITAL  IMPROVEMENTS   PROGRAMMING  AND  BUDGETING 

a.       Purpose  and  Usage 

Capital  improvements  programming  is  the  preparation  and  updating 
of  a  proposed  schedule  or  public  facilities  or  equipment  to  be  construc- 
ted or  purchased  by  a  local  government  over  a  period  of  time  in  the  fu- 
ture (usually  five  or  six  years).  The  monies  to  pay  for  desired  capital 
improvement  projects  are  generated  by  the  capital  improvements  fund. 
Montana  statutes  allow  counties  to  derive  this  fund  from  multiple  levies; 
however,  no  more  than  ten  percent  of  the  money  derived  from  any  one 
levy  may  be  appropriated  to  the  fund.  Municipalities  utilizing  an  all- 
purpose  levy  may  earmark  up  to  five  percent  of  the  levy  to  pay  for 
capital  improvements.  These  funds  are  available  to  local  government 
only  if  the  governing  body  has  adopted  a  capital  improvements  program. 
This  program  is  implemented  through  the  preparation  of  the  capital  im- 
provements budget,  a  detailed  list  of  specific  capital  improvement  proj- 
ects outlining  expenditures  and  revenues,  which  is  adopted  by  the  gov- 
erning body  as  part  of  the  annual  budget. 


b.       Capital  Improvements  Programming  Process 

The  capital  improvements  programming  process  is  an  organized  and 
sophisticated  method  of  planning  and  executing  large  expenditures  by 
local  government.  The  program  allows  local  officials  to  make  objective 
and  informed  decisions  as  to  how  their  community  will  provide  for  its 
citizens  by  guaranteeing  the  most  effective  use  of  limited  resources. 
The  major  steps  in  the  process  include: 
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*  Identification  of  proposed  capital  improvements:  Each  depart- 
ment of  local  government  is  responsible  for  identifying  the 
need,  costs,  possible  financing  sources,  and  a  desired  time 
table  for  the  proposed  project. 

*  Preparation  of  a  community  financial  analysis:  This  analysis 
examines  the  community's  ability  to  pay  for  the  desired  im- 
provements. Current  and  future  revenues  and  expenditures, 
tax  burdens,  bonding  capacity,  and  the  effects  of  alternate 
financing  methods  may  be  detailed  in  this  analysis. 

*  Prioritization  of  proposed  projects:  This  step  involves  the 
evaluation  and  ranking  of  all  proposed  capital  improvements 
projects.  Factors  used  to  set  project  priorities  may  include 
the  project's  relationship  to  community  goals  and  planning  ef- 
forts, the  project's  relationship  to  other  projects,  available 
financial  assistance,  and  cost  effectiveness.  Public  participa- 
tion is  also  highly  desirable  in  setting  project  priorities. 

*  Preparation  of  a  final  capital  improvements  program:  After 
priorities  have  been  established ,  the  final  program  is  pre- 
pared outlining  projects,  estimated  completion  schedules,  and 
methods  of  financing  each  project. 

*  Adoption  of  the  capital  improvements  program:  Following 
adoption  of  the  capital  improvements  program,  the  governing 
body  may  wish  to  adopt  the  first  year  of  the  program  (capital 
budget)  as  a  portion  of  their  annual  budget.  This  capital 
budget  will  appropriate  funds  for  the  first  year  of  the  pro- 
gram and  commit  local  government  to  provide  the  revenue 
from  the  sources  legally  available  to  municipal  or  county  gov- 
ernments. 

*  Annual  review  and  update  of  program:  Capital  improvements 
programs  must  be  flexible  enough  to  change  as  the  communi- 
ty's priorities  change.  The  annual  review  also  allows  the 
progress  and  performance  of  the  program  to  be  monitored. 
Annual  review  and  revision  of  the  capital  improvements  pro- 
gram insures  that  the  process  will  become  a  continuing  part 
of  the  local  government's  budgeting  procedures. 

A  capital  improvements  program  does  not  need  to  be  complex,  and 
may  be  tailored  to  fit  the  individual  needs  of  a  community.  The  program 
is  a  plan,  and  does  not  commit  local  government  to  spending  funds  un- 
less the  capital  budget  is  adopted  as  a  portion  of  the  annual  budget. 
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c.       Benefits  of  Capital  Improvements  Program 

Capital  improvements  programs  enable  local  governments  to  collect 
useful  information  regarding  the  condition  of  community  facilities  to  al- 
low for  the  orderly  repair  and  replacement  of  capital  facilities  and 
equipment  years  ahead  of  the  actual  need.  Advance  planning  and  sche- 
duling of  these  projects  allows  communities  to  avoid  costly  mistakes  and 
make  the  best  use  of  generally  limited  financial  resources.  A  capital  im- 
provements program  is  also  a  valuable  financial  tool,  since  analysis  of 
the  financial  status  of  the  community  allows  local  government  to  estab- 
lish and  maintain  a  level  of  spending  that  it  can  safely  afford.  In  addi- 
tion, the  capital  improvements  programming  process  is  an  important  step 
in  securing  federal  or  state  assistance  for  proposed  capital  projects. 
Since  most  federal  or  state  assistance  programs  require  some  sort  of  fa- 
cilities planning,  communities  that  have  adopted  a  capital  improvements 
program  may  be  in  a  favorable  position  to  receive  such  funding.  This 
type  of  planning  activity  is  also  beneficial  in  obtaining  a  good  commu- 
nity credit  rating,   which  is  necessary  to  market  municipal  bond  issues. 


3.       LEASING 

a.       Purpose  and  Usage 

Leasing  is  a  financing  method  that  local  governments  may  use  to 
obtain  capital  facilities  without  issuing  municipal  bonds.  Two  forms  of 
leasing  most  often  used  by  local  governments  are  the  traditional  operat- 
ing lease  and  the  lease-purchase  agreement.  Traditional  operating  leases 
are  often  used  to  acquire  the  use  of  relatively  small  capital  items  with- 
out a  direct  purchase.  Lease-purchase  agreements  are  used  by  units  of 
local  government  to  acquire  any  property  or  equipment  that  a  supplier 
is  willing  to  sell  on  an  installment  basis.  These  agreements  allow  local 
government  to  lease  the  facilities  from  a  private  firm;  after  a  specified 
period  of  time,  the  government  acquires  full  ownership  of  the  facility. 
If  the  lease  agreement  requires  purchase  of  the  facility,  the  cost 
comprises  a  share  of  the  government's  indebtedness. 


b.       Advantages  and  Disadvantages 

i)        Advantages 

The  primary  advantage  offered  to  local  government  through  the 
use  of  lease  agreements  is  that  impacts  on  community  debt  limitations 
may  be  avoided  if  the  lease  agreement  is  properly  structured.  In  addi- 
tion, the  costs  of  entering  into  the  lease  agreement  may  be  less  than 
those  incurred  if  municipal  bonds  are  issued.  Acquisition  of  capital  fa- 
cilities may  occur  faster  through  leasing  than  with  the  use  of  debt  fi- 
nancing. 
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ii)       Disadvantages 

Although  this  financing  method  is  commonly  used  to  acquire  capital 
facilities  and  equipment,  use  of  leasing  is  limited  in  regard  to  water  or 
sewer  facilities.  This  method  may  be  used  for  some  components  of  such 
systems  (e.g.,  monitoring  equipment),  but  other  financing  methods 
which  defray  costs  over  a  longer  period  than  lease  agreements  are  most 
often  used.  Lease  financing  requires  that  annual  or  semi-annual  lease 
payments  be  budgeted  from  current  revenues.  Other  long-term  finan- 
cing methods  allow  debt  to  be  retired  from  revenue  produced  by  the  fa- 
cility itself. 


E.  Short-Term  or  Interim  Financing 

1.        GENERAL 

Short-term  or  interim  financing  is  often  used  by  local  governments 
to  even  out  cash  flows,  to  take  advantage  of  lower  interest  costs,  and 
to  provide  initial  construction  financing.  This  financing  method  allows 
governments  to  meet  operating  expenditures  or  financial  commitments 
when  revenue  is  not  "in  hand"  but  is  anticipated.  Short-term  borrowing 
is  most  often  used  by  local  governments  to  avoid  making  a  long-term 
commitment  at  high  rates  of  interest.  This  short-term  debt  may  be 
turned  into  a  long-term  obligation  once  conditions  in  the  municipal  bond 
market  improve.  This  use  of  short-term  financing  allows  project  con- 
struction to  begin  as  scheduled,  even  though  interest  rates  for  long- 
term  obligations  may  be  unduly  high.  Use  of  short-term  financing  meth- 
ods can  be  of  great  benefit  to  local  government;  however,  care  must  be 
taken  to  insure  that  short-term  debts  do  not  become  additional  long- 
term  commitments.  The  following  narrative  briefly  identifies  several 
forms  of  short-term  or  interim  financing  available  to  local  governments. 


2.        METHODS   OF  SHORT-TERM   FINANCING 

a.       Reserve  Funds 

The  establishment  of  reserve  funds  for  capital  improvements  is  a 
financing  method  which  allows  local  governments  to  pay  for  improve- 
ments in  cash  instead  of  borrowing  against  future  revenues.  Reserve 
funds  for  future  expenditures  can  be  accumulated  by  annual  increments 
or  by  setting  aside  unanticipated  income  until  the  balance  of  the  ac- 
count is  large  enough  to  undertake  the  capital  improvement.  Typical 
sources  of  reserve  funds  include  earmarked  operational  revenues,  de- 
preciation accounts  or  proceeds  from  the  sale  of  capital  assets  such  as 
property.  Reserve  funds  constitute  a  sound  method  of  financing  since 
local  governments  are  not  required  to  incur  indebtedness  for  the  pro- 
posed improvement;  however,  the  funds  required  to  undertake  neces- 
sary  capital   improvements    may   take   a   long   time   to   accumulate.    If  the 
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reserve  fund  is  insufficient  to  pay  for  a  needed  improvement,  alternate 
forms  of  financing,  most  often  debt  financing,  must  be  used  to  supple- 
ment the  fund.  The  use  of  reserve  funds  may  be  advantageous  to  small 
communities  where  large  capital  improvements  do  not  occur  often.  One 
drawback  to  the  use  of  this  method  is  that  unless  interest  from  the  in- 
vestment of  the  reserve  fund  is  well  managed,  any  gains  in  revenue 
may  be  offset  by  losses  to  inflation. 


Warrants 


A  warrant  is  an  order  drawn  by  a  government  unit  directing  the 
treasurer  of  the  issuing  government  to  pay  a  specified  amount  to  the 
person  named  or  the  bearer.  This  traditional  short-term  security  is  of- 
ten directly  placed  with  a  bank.  In  the  municipal  bond  market,  war- 
rants may  be  attached  to  bonds  and  allow  investors  to  purchase  future 
bonds  at  the  same  price  and  interest  rate  as  the  original  bond  issue 
during  a  specific  period. 


Government  Notes 


Bond  anticipation  notes  provide  a  means  of  financing  in  anticipation 
of  a  future  bond  issue.  These  notes  are  traditionally  issued  as  a  bridge 
between  the  start  of  a  project  and  eventual  long-term  financing  through 
the  issuance  of  municipal  bonds. 

The  least  secure  of  all  the  notes  issued  by  local  governments  are 
bond  anticipation  notes.  Their  security  is  dependent  upon  the  local 
government's  ability  to  issue  the  bonds  keyed  to  the  notes.  Use  of  bond 
anticipation  notes  in  lieu  of  long-term  bonds  is  primarily  done  to  take 
advantage  of  lower  interest  rates.  The  issuer  hopes  to  gain  access  to 
the  market  at  lower  long-term  rates  when  the  notes  mature  (generally  in 
one  to  three  years).  Initial  use  of  bond  anticipation  notes  may  ultimate- 
ly reduce  total  project  costs. 


d.       Federal  Revenue  Sharing 

Federal  revenue  sharing  funds  comprise  a  possible  source  of  inter- 
im financing  for  local  governments.  These  funds  may  be  used  by  a  local 
government  for  any  purpose  for  which  its  own  funds  may  be  legally 
budgeted  and  expended.  Funds  are  allocated  to  the  state  and  local  gov- 
ernments based  on  a  formula  that  considers  the  population ,  per  capita 
income,  and  local  tax  efforts.  Within  each  state.  State  government  re- 
ceives one-third  of  the  allocation  and  local  governments  (tribal,  county 
and  municipal)  receive  the  remaining  two-thirds.  Any  person,  group  or 
agency  may  seek  revenue  sharing  funds  from  state  or  local  government 
and  must  be  allowed  to  participate  in  two  public  hearings.  The  govern- 
ing body  is  required  to  hold  hearings  to  obtain  public  input  about  the 
possible  use  of  funds  and  to  review   proposed  budgets  after  the   use  of 
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funds  has  been  determined.  These  funds  may  be  used  as  the  matching 
share  of  federal  grant  programs,  and  must  be  spent  within  two  years  of 
the  end  of  the  entitlement  period. 

Entitlements  to  Montana  counties,  cities,  towns  and  tribal  govern- 
ments for  fiscal  year  1983  total  $19,261,536,  which  includes  $12,103,208 
for  county  governments,  $6,158,156  for  city  and  town  governments,  and 
$1,008,172  for  tribal  governments.  These  entitlements  range  from 
$20,855  to  $1,067,722  for  Montana  counties,  and  from  $2,376  to 
$1,007,350  for  Montana  cities  and  towns. 


e.       County  Land  Planning  Funds 

Montana  statutes  require  that  one-half  of  one  percent  of  the  coal 
severance  tax  be  placed  in  an  earmarked  account  to  be  used  solely  for 
county  land  planning  purposes.  These  funds  are  administered  by  the 
Department  of  Commerce  and  allotted  to  counties  according  to  a  formula 
that  gives  $3,000  per  year  to  each  county  and  distributes  the  remainder 
of  the  funds  based  on  a  county's  proportions  of  total  state  population 
and  land  area.  If  a  multi-jurisdictional  planning  board  has  been  estab- 
lished in  the  county,  this  board  may  expend  all  or  part  of  the  funds 
allocated  to  the  county.  The  total  county  land  planning  fund  is  projec- 
ted to  be  $493,270  for  fiscal  year  1984  and  should  reach  $615,335  by 
fiscal  year  1985.  In  the  past,  individual  county  allotments  have  ranged 
from  $3,600  to  nearly  $20,000. 

Counties  have  used  these  planning  funds  to  pay  salaries  of  full-  or 
part-time  staff,  hire  private  consultants,  or  purchase  materials  and 
equipment.  Typical  products  of  these  funds  as  they  relate  to  community 
water  and  sewer  systems  include: 

*  Water  and  sewer  studies  (e.g.,  inflow /infiltration  studies); 

*  Feasibility  studies  for  system  improvement  or  expansion; 

*  Capital  improvement  programs; 

*  Comprehensive  plans; 

*  Physical  inventories; 

*  Community  facilities  plans;   and 

*  County    mapping    (e.g.,     preparation    of    water    and/or    sewer 
system  maps) . 

At  the  end  of  each  fiscal  year,  county  government  and  the  planning 
agency  receiving  these  planning  funds  must  submit  documentation  of 
how  the  money  was  spent.  Surplus  funds  are  placed  in  the  educational 
trust  fund  account. 


f.        DNRC  Grant  and  Loan  Programs 

Interim  funding  in  the  form  of  construction  loans  is  available  from 
the  Department  of  Natural  Resources  and  Conservation  in  conjunction 
with   projects   already   being    funded    through    the    Water   Development    or 
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Renewable  Resource  Development  Programs.    DNRC   will  advance  funds  to 
cover  costs  as  the  recipients  incur  expenses. 


F.    Local  Revenue  Sources 

1.        GENERAL 

Since  financial  assistance  in  the  form  of  federal  or  state  grants 
rarely  underwrites  the  total  cost  of  new  construction  or  improvements  to 
existing  water  or  sewer  facilities,  local  governments  most  often  issue 
some  form  of  bonds  to  pay  for  the  remaining  share  of  the  costs.  Repay- 
ment of  this  debt  is  the  responsibility  of  the  community,  except  in  the 
case  of  special  districts  where  property  owners  benefitted  by  the  proj- 
ect must  retire  the  debt.  The  principal  methods  of  debt  retirement  are 
through  additional  taxation  and  the  assessment  of  charges  for  the  ser- 
vices provided  by  the  community.  The  following  narrative  identifies  the 
sources  of  local  revenue  that  are  available  for  repayment  of  debt  in- 
curred for  water  and/or  sewer  projects.  In  addition,  this  section  con- 
tains a  discussion  of  the  general  usage  of  these  methods,  a  summary  of 
procedural  requirements  for  each  method,  and  a  discussion  of  the  ad- 
vantages and  disadvantages  inherent  to  each  method. 


2.        USER  CHARGES 

a.       General 

Inflation,  high  labor  costs,  and  the  growing  citizen  demand  to 
check  tax  increases  have  reduced  the  revenue  available  to  local  govern- 
ments and  made  it  increasingly  difficult  for  local  officials  to  provide  the 
same  levels  of  service  that  they  have  in  the  past.  Local  governments 
are  faced  with  three  alternatives  to  remedy  the  problem,  including  in- 
creasing revenues,  reducing  the  quality  and  quantity  of  services,  or 
finding  means  to  cut  the  cost  of  services.  Local  governments  obviously 
prefer  the  last  option.  In  view  of  the  fact  that  resistance  to  increases 
in  local  property  taxes  is  growing,  it  is  obvious  that  communities  must 
meet  their  needs  from  sources  of  revenue  other  than  property  taxes. 
User  charges  present  local  governments  with  a  source  of  revenue  that 
is  equitable  and  generally  accepted  by  the  community. 

User  charges  can  be  defined  as  the  amount  of  revenue  that  a  local 
government  may  receive  from  the  public  from  the  performance  of  speci- 
fic services  benefitting  individuals  or  commercial  or  industrial  concerns 
within  the  community.  User  charges  place  the  burden  of  paying  for  cer- 
tain services  on  the  individual  benefitting  from  the  service.  This  is  in 
contrast  to  taxation ,  which  may  not  be  directly  related  to  the  value  of  a 
specific  service  received  by  an  individual.  User  charges  are  not  a  cure- 
all   for   the    financial   problems    faced   by    local    governments;    however,    a 
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system  which  equitably  and  directly  places  the  cost  of  providing  certain 
services  upon  the  persons  benefitting  from  them  may  be  a  more  accept- 
able option  to  local  governments  and  citizens  than  a  tax  increase. 


b.       Applicability  of  User  Charges 

User  charges  are  an  appropriate  means  of  financing  community  ser- 
vices whenever  the  direct  benefit  that  an  individual,  commercial  or  in- 
dustrial enterprise  receives  can  be  determined.  It  is  appropriate  to  im- 
pose user  fees  whenever  government  provides  a  service  to  an  individu- 
al, firm  or  group  that  it  does  not  provide  to  the  general  public.  If  user 
charges  are  not  received  from  special  services  provided  to  select 
groups,   the  recipients  of  the  service  are  subsidized  by  local  taxpayers. 

User  charges  are  inappropriate  when  non-payers  cannot  be  exclud- 
ed from  the  benefits  of  receiving  community  services.  If  non-paying 
users  are  allowed  to  receive  community  services,  those  paying  for  the 
service  will  soon  realize  that  they  may  also  receive  the  service  at  no 
charge.  If  this  situation  occurs,  the  revenue  necessary  to  provide  the 
community  service  may  eventually  disappear.  If  a  program  provides 
community-wide  benefits,  the  local  government  may  forego  a  user  charge 
system  and  subsidize  the  service. 


0.       Advantages  and  Disadvantages 


i)        Advantages 

The  implementation  of  user  charges  for  selected  community  services 
offers  several  advantages  to  the  community.  If  properly  assessed,  user 
charges  can  provide  alternate  sources  of  revenue,  prevent  waste  and 
unwarranted  expansion  of  services,  and  distribute  services  in  an  equit- 
able fashion.  Since  attempts  to  increase  property  taxes  are  often  limited 
by  statutes  or  citizen  disapproval,  local  governments  have  begun  to  di- 
versify their  revenue  sources  to  become  less  dependent  on  property 
taxes  as  a  revenue  source.  User  charges  provide  a  form  of  revenue 
that  is  more  acceptable  to  the  general  public  because  user  charges  di- 
rectly connect  the  cost  of  providing  a  particular  service  with  the  bene- 
fits received  from  the  service.  Citizens  may  therefore  be  more  tolerant 
of  future  increases  in  user  charges  than  they  would  be  of  tax  in- 
creases. 

User  charges  may  also  inhibit  waste  and  prevent  unwarranted  ex- 
pansion of  community  services.  Under  a  user  charge  system,  govern- 
ment managers  must  search  for  efficient  methods  to  conduct  their  opera- 
tions because  their  budgets  may  consist  only  of  revenues  collected  by 
user  charges.  Such  charges  also  provide  governments  with  information 
from  consumers  about  the  kind,  quality  and  quantity  of  service  that 
should  be  provided.  As  a  result,  the  willingness  of  people  to  pay  for 
the    service    is    an    important    indicator    of    whether    or    not    the    service 
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should  be   continued.    Under   a   user   fee   system,    any   expansion   of  com- 
munity services  is  matched  by  an  increase  in  revenue  from  new  users. 

User  charges  also  distribute  services  on  an  equitable  basis  within 
the  community.  A  direct  user  charge  may  be  more  acceptable  to  low-  or 
fixed-income  residents  since  they  have  the  option  of  not  using  a  service 
and  thereby  avoiding  the  charge  instead  of  paying  for  services  they  do 
not  want  or  cannot  afford.  However,  this  situation  is  not  applicable  to 
water  and  sewer  services  since  the  need  for  the  community  service  may 
be  mandated  by  federal  and  state  regulations. 

ii)      Disadvantages 

User  charge  systems  do  not  provide  for  payment  by  undeveloped 
property  or  for  the  benefit  of  having  capacity  built  into  the  community 
service,  whether  or  not  it  is  used.  Local  government  must  absorb  or 
pass  along  the  cost  of  any  additional  capacity  requirements  to  consum- 
ers in  the  form  of  higher  user  fees.  In  addition,  the  user  charge  sys- 
tem does  not  permit  a  distribution  of  charges  according  to  the  general 
community  benefit  that  results  from  having  services  that  protect  the 
public  health,  eliminate  nuisances,  or  enhance  the  overall  community 
living  environment. 


d.       Sewer  and  Water  System  User  Charges 

One  of  the  most  common  applications  of  user  charges  is  as  a  reve- 
nue source  to  offset  the  costs  of  community  sewer  or  water  service. 
Wastewater  user  charges  provide  financial  support  of  community  waste- 
water systems  and  treatment  facilities  based  on  a  method  that  reflects 
the  actual  physical  use  of  the  system,   such  as: 

*  Volume  of  wastewater; 

*  Volume    of    wastewater    and    quantity    of   pollutants    (industrial 
uses) 

*  Number  or  size  of  sewer  connections; 
Type  and  usage  of  property; 

*  Number  and  type  of  plumbing  fixtures  in  rooms;   or 

*  Household  size. 


* 


The  basis  of  the  user  fee  is  that  the  particular  base  selected  by 
the  community  is  a  fair  method  of  distributing  costs  according  to  the 
use  made  of  the  system.  This  system  permits  fair  charges  to  churches, 
schools,  organizations  or  other  governmental  units  that  are  not  required 
to  pay  property  taxes.  The  wastewater  user  charge  system  constitutes  a 
very  stable  source  of  operating  funds  for  the  system.  This  stability  al- 
lows communities  to  plan  for  the  future  and  upgrade  or  expand  facilities 
when  necessary. 

User  charges  for  the  provision  of  community  water  systems  are 
most  often  based  on  the  metered  usage  of  water,  which  provides  the 
most  practical  means  of  determining  consumer  water  use.   If  water  use  is 
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not  metered,  a  uniform  charge  or  flat  rate  may  be  made  to  each  house 
or  building  connected  to  the  system,  or  a  fixed  charge  may  be  assessed 
to  each  class  of  customer  (i.e.,  residential,  commercial,  or  industrial 
users).  This  system  is  simple  and  easy  to  administer;  however,  the  flat 
rate  system  does  not  reflect  the  extent  of  use. 

Since  most  of  the  water  supplied  by  community  water  systems  will 
ultimately  pass  through  the  community's  wastewater  system,  water  rec- 
ords may  be  used  to  establish  wastewater  user  charges.  Typically,  wa- 
ter use  is  closely  monitored  during  the  non-irrigation  season,  and  it  is 
assumed  that  water  consumption  during  this  period  will  be  the  same  as 
the  total  wastewater  flow.  Average  household  rates  for  water  consump- 
tion and  sewer  system  user  charges  can  then  be  calculated  on  the  basis 
of  this  "base"  period  to  offset  the  operating  expenses  of  wastewater  fa- 
cilities. Rates  during  the  remainder  of  the  year  are  determined  by  the 
amount  of  water  used  above  or  below  the  average  household  rate.  Rates 
for  commercial  or  industrial  concerns  may  be  determined  by  equating 
water  consumption  to  equivalent  household  units.  For  example,  a  laun- 
dromat may  generate  ten  times  the  amount  of  wastewater  that  an  indi- 
vidual household  does;  thus,  the  wastewater  system  charge  would  be 
equivalent  to  ten  household  units.  If  a  community  does  not  have  a  me- 
tered water  supply,  standards  are  available  that  will  allow  local  gov- 
ernments to  levy  appropriate  wastewater  charges.  Various  publications 
covering  these  matters  are  available  through  the  Montana  Water  Quality 
Bureau  or  the  Environmental  Protection  Agency's  office  in  Helena. 


Connection  and  Plant  Investment  Fees 


Financing  plans  of  water  and  sewer  projects  may  include  a  one-time 
initial  charge  to  the  user  for  connection  into  the  municipal  system.  This 
fee,  payable  at  the  time  the  connection  to  the  system  is  made,  may  com- 
prise one  of  the  principal  sources  of  municipal  wastewater  revenues. 
These  fees  are  usually  assessed  to  compensate  the  governing  entity  for 
one  or  more  of  the  following:  1)  costs  for  the  local  authorized  officials 
to  inspect  the  installation  of  the  connection;  2)  any  materials  and  in- 
stallation costs  associated  with  the  actual  service  connection  that  are 
not  paid  for  directly  by  the  land  owner  including  pipe,  meters,  asphalt 
removal  and  replacement,  etc.;  and  3)  facility  investment  fees  which  in- 
clude the  replacement  value  assessed  to  a  new  development  for  its  pro- 
portionate share  of  the  existing  collection,  distribution  and/or  treatment 
facilities  that  the  development  will  subsequently  be  using.  Since  these 
type  of  fees  are  usually  flat  rates,  the  charge  is  not  responsive  to  in- 
flation; however,  automatic  adjustments  in  these  fees  may  be  established 
to  compensate  for  inflation.  The  establishment,  collection  and  disburse- 
ment of  these  fees  is  the  responsibility  of  the  system  manager,  whether 
that  is  the  local  government  or  a  special  authority. 
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3.        IMPROVEMENT   DISTRICTS 

a.        General 

An  improvement  district  is  a  legal  mechanism  through  which  the 
costs  of  public  improvements  are  allocated  by  special  assessment  taxes 
on  properties  benefitting  by  the  improvement.  Improvement  districts  are 
generally  formed  by  local  governments  or  through  the  initiative  of  prop- 
erty owners  to  deliver  a  desirable  community  service  or  improvement  to 
an  area  where  such  services  or  improvements  are  presently  lacking. 
These  districts  allow  the  construction  and  financing  of  the  improvement 
quickly  through  the  sale  of  special  assessment  bonds,  while  repayment 
of  the  project  costs  occurs  over  a  long  period  of  time  through  assess- 
ments on  property  within  the  improvement  district.  Since  the  municipal 
bonds  sold  to  finance  improvement  districts  are  tax-exempt,  costs  to 
property  owners  are  generally  less  than  with  private  financing. 

The  following  narrative  identifies  and  discusses  the  two  types  of 
improvement  districts  commonly  formed  to  provide  or  extend  water  and/ 
or  sewer  services  to  urban  or  rural  portions  of  communities. 


b.       Special  Improvement  Districts  (SID) 

i)        Authorization 

Municipal  governments  in  Montana  have  the  power  to  create  Special 
Improvement  Districts  and  order  the  construction  or  reconstruction  of 
sewer  or  water  works  within  the  District  whenever  the  governing  body 
judges  that  the  project  is  in  the  public  interest  or  convenience.  The 
governing  body  has  the  power  to  levy  and  collect  property  assessments 
within  a  designated  Special  Improvement  District.  Landowners  may  also 
petition  local  government  to  create  an  SID.  These  districts  may  include 
properties  abutting  the  community  if  60  percent  of  the  property  owners 
in  the  district  approve,  and  a  joint  resolution  by  county  and  municipal 
government  is  passed. 

11)      Procedural  Requirements 

The  formation  of  a  Special  Improvement  District  is  subject  to  the 
procedural  requirements  established  in  Montana  statutes  (Title  7,  Chap- 
ter 12,  Parts  41  and  42).  These  statutes  outline  the  legal  requirements 
concerning  SID  formation,  public  involvement,  bid  procedures,  special 
assessment  bonding,  and  SID  implementation.  Table  3  outlines  the  major 
requirements  and  corresponding  government  actions  necessary  to  legally 
form  an  SID  in  Montana.  References  to  legal  provisions  contained  in 
Montana  Code  Annotated  have  been  included  for  further  research. 
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TABLE  3 
FORMATION   AND  OPERATION   OF  SPECIAL   IMPROVEMENT   DISTRICTS 


REQUIREMENTS 


REQUIRED   GOVT.    ACTION 


Resolution  of  Intention  to 
Create  an  SID 

Notice  that  city /town  intends 

to  propose  SID 
Delineate  SID  boundaries 
Decide  on  type  and  extent  of 

improvements 
Determine  approximate  cost 
Identify  SID  by  number 
State  whether  or  not  an 

extended  SID  is  created 


Resolution  of  Intent  to  Create 

an  SID  must  be  passed  by  Council 

Local  government  may  order  the 
creation  of  an  SID  whenever  the 
district  serves  the  public  interest 
or  convenience 

Local  residents  may  request  the 
governing  body  to  form  an  SID 
by  petition  of  all  property 
owners  in  the  proposed  district 


Reference:   7-12-4102  through 
7-12-4104,   MCA 


Public  Notification 

Describe  general  character 

of  improvements 

Supply  cost  estimate  for 

proposal 

Designate  time  and  place 

where  Council  may  hear 

protests  against  SID 

formation 

Make  reference  to  Resolution 
of  Intent  as  source  of 
specific  SID  information 


Notify  Public  by  Newspaper  • 

Must  be  published  for  five  days 
in  daily  newspaper  or  in  one 
issue  of  weekly  newspaper 
If  no  newspaper  is  published 
in  the  community,   notice  must 
be  posted  in  three  public  places 
for  five  days 
Affidavit  of  publication  is 
required 

Notify  Public  by  Mail  • 

Mail  notification  to  every  person, 
firm,   and  corporation  having 
property  within  the  district  on 
the  same  day  notification  is  first 
published  or  posted 


Reference:      7-12-4105  through 
7-12-4108,   MCA 


If  petition  to  form  SID  is 
signed  by  all  property  owners 
in  the  proposed  district,  local 
governments  may  adopt  a  Resolu- 
tion of  Intention  without  pub- 
lication or  posting  of  the 
Resolution 
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TABLE  3 
(cont.) 


REQUIREMENTS 


REQUIRED  GOVT.  ACTION 


3.     Protest  Hearing 

*  Written  protest  must  be  filed 
by  affected  property  owners 
within  15  days  of  the  first 
publication  of  Notice  (7-12- 
4110,   MCA) 

*  Affected  property  owners 
may  protest  in  person  at 
the  public  hearing  (7-12- 
4112,   MCA) 


To  block  the  formation  of 
the  district,  a  protest 
must  be  signed  by  more  than 
50  percent  of  the  affected 
property  owners  (7-12-4113, 
MCA) 


City/Town  Clerk  must  endorse  the 
protest  with  the  date  and  time 
of  filing 


Council/Commission  shall  hear 
protests  and  decide  on  questions 
at  the  next  scheduled  meeting 
after  the  15-day  protest  period 
ends 

If  no  protests  are  filed  or  if 
protests  are  judged  insufficient, 
the  Council/ Commission  may  draft 
a  resolution  creating  the  SID 

If  a  protest  signed  by  more  than 
50  percent  of  the  property  owners 
is  received,  the  issue  shall  be 
tabled  for  six  months 

In  the  case  of  the  construction 
of  sanitary  sewer  improvements, 
a  majority  vote  of  the  Council/ 
Commission  may  overrule  a  protest 
unless  it  is  made  by  more  than 
75  percent  of  the  affected  land- 
owners 


Creation  of  SID 


Draft  resolution  creating 
SID  (including  allocation  of 
assessments  and  purpose) 
(7-12-4114  and  7-12-4115, 
MCA) 


Council/ Commission  must  adopt 
Resolution  to  Create  SID  in 
accordance  with  Resolution  of 
Intention 
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TABLE  3 
(cont.) 


REQUIREMENTS 


REQUIRED  GOVT,  ACTION 


Publish  notice  calling  for 
bids  on  the  work.    In  this 
notice,   set  time  of  bid 
opening  at  least  ten  days 
from  last  publication  of 
the  notice;   state  that  bid 
security  must  accompany  the 
bid;   and  state  that  bids 
must  be  delivered  to  the 
Clerk   (7-12-4141,   MCA) 

Evaluate  bids  (7-12-4142,  MCA) 


Award  contract  to  the  low 
bidder  (7-12-4143  and  7-12- 
4145,   MCA) 


If  all  bids  are  rejected  or  no 
bids  are  received  (7-12-4144, 
MCA) 


Notice  must  be  published  at 
least  twice  in  daily,   semi- 
weekly  or  weekly  community 
newspaper 

If  no  paper  is  published  in 
the  community,  notice  must 
be  posted  in  a  public  place 


Council/ Commission  must  open 

and  read  bids  in  public 

session 

Local  government  may  reject 

the  bids  and  readvertise  if  in 

the  public  interest 

Council/ Commission  awards  bid 
to  lowest  responsible  bidder 
Bid  security  is  held  until  the 
contract  is  signed 
Council/ Commission  must  re- 
advertise  if  contractor  does 
not  sign  contract  within  15 
days  of  notice  of  award  (7-12- 
4149,   MCA) 

Council/ Commission  may  re- 
advertise  any  time  within 
two  years 


5,     SID  Implementation 

*       Assessment  of  Costs 
Area  Option 
Frontage  Option 
Combined  Option 

(7-12-4161  through  7-12- 

4163,   MCA) 


Council/ Commission  shall  adopt 
the  desired  method  of  assessment 
(7-12-4179,   MCA) 
Council/ Commission  must  pass  a 
resolution  to  levy  and  assess 
tax  on  district  property  (7-12- 
4176  through  7-12-4178,   MCA) 
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TABLE  3 
(cont.) 


1 


REQUIREMENTS 


REQUIRED  GOVT.  ACTION 


1 


Collection  of  Assessments 
(7-12-4181,   MCA) 


Use  of  Bonds  and  Warrants 
(7-12-4203  through  7-12-4247, 
MCA) 


Council /Commission  must  assign 
responsibility  for  assessment 
collection  to  County  Treasurer, 
City  Treasurer,  or  Town  Clerk 
Revenue  collected  from  assess- 
ments shall  be  placed  in  SID 
fund   (7-12-4180,   MCA) 

Council/Commission  shall  sell 
bonds  or  issue  warrants  to  pay 
for  improvements  within  district 
according  to  legal  bonding  pro- 
cedures 

Council/ Commission  may  establish 
SID  revolving  fund  by  ordinance 
to  secure  prompt  payment  of  bonds 
and  warrants 

Recent  legislation  allows  local 
governments  to  issue  SID  bonds 
without  revolving  fund  backing. 
Government  may  by  resolution 
provide  that  bonds  and  warrants 
be  payable  solely  from  SID  fund 
and  have  no  claim  against  re- 
volving fund 
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iii)     Financing  Options  for  SIDs 

The  primary  source  of  financing  for  SID  water  or  sewer  projects  is 
the  property  owners  within  the  district.  Municipal  governments  are  em- 
powered to  issue  special  assessment  bonds  to  pay  for  the  improvements 
within  the  district ,  and  property  owners  within  the  district  are  as- 
sessed to  repay  the  bond  issue.  In  Montana,  the  assessments  to  proper- 
ty owners  may  be  based  on  several  methods,  including  total  parcel  or 
lot  area,  lineal  feet  of  frontage  abutting  city  streets,  or  a  combination 
of  total  area  and  frontage. 

Federal  and  state  funds  may  also  be  available  for  some  SID  water 
or  sewer  projects.  Community  Development  Block  Grants,  Coal  Board 
Discretionary  Grants  and  FmHA  Water  and  Waste  Disposal  Loans  and 
Grants  may  be  used  for  such  projects,  provided  application  procedures 
and  eligibility  requirements  are  met.  Community  Development  Block 
Grants  are  administered  by  the  Montana  Department  of  Commerce  and 
may  be  used  for  the  payment  of  special  assessments  levied  against 
properties  owned  and/or  occupied  by  "low  and  moderate  income  per- 
sons". Coal  Board  grants  for  sewer  and  water  projects  in  SIDs  are 
available  to  counties  and  municipalities  designated  as  coal  development 
impact  areas  and  to  the  remainder  of  Montana  communities  and  counties 
at  the  discretion  of  the  Coal  Board.  Farmers  Home  Administration  fund- 
ing may  also  be  utilized  by  special  districts  to  finance  portions  of  the 
construction  cost  of  necessary  sewer  or  water  services. 


c.       Rural  Improvement  Districts  (RID) 

i)        Authorization 

The  Board  of  County  Commissioners  is  empowered  to  order  and 
create  Rural  Improvement  Districts  whenever  the  formation  of  such  a 
district  is  in  the  public  interest  or  convenience.  Provisions  are  also 
included  in  Montana  statutes  to  allow  these  districts  to  be  formed  at  the 
request  of  60  percent  of  the  property  owners  in  a  proposed  RID.  In 
addition  to  properties  within  a  county,  these  districts  may  include 
properties  abutting  or  within  a  community,  provided  that  landowners  in 
the  proposed  district  approve  and  a  resolution  is  adopted  by  both  coun- 
ty and  municipal  governments.  These  districts  are  commonly  created  to 
extend  community  water  and  sewer  services  into  developing  areas  adja- 
cent to  cities. 

ii)       Procedural  Requirements 

The  procedural  requirements  for  the  formation  of  Rural  Improve- 
ment Districts  are  established  by  Montana  statutes  (Title  7,  Chapter  12, 
Part  21).  These  statutes  detail  all  legal  requirements  relating  to  such 
districts  and  specify  procedures  for  formation,  public  involvement  and 
protest,  bid  solicitation  and  award,  special  assessment  bonding,  and  op- 
eration  and   maintenance   of  the   district.    Table   4    summarizes   the    major 
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TABLE  4 
FORMATION  AND  OPERATION  OF  RURAL  IMPROVEMENT  DISTRICTS 


REQUIREMENTS 


REQUIRED   GOVT.    ACTION 


1.     Resolution  of  Intention 


Designate  number  of  district 

Describe  boundaries  of  district 

Decide  type  and  extent  of 

improvements 

Estimate  approximate  cost  of 

improvements 

Designate  name  of  engineer  in 

charge 


County  Commissioners  must  pass 
Resolution  of  Intention 


Reference:     7-12-2102  and  7-12-2103, 

MCA 


2.     Public  Notice 


Describe  character  of  improve- 
ments 

Estimate  costs  of  improvements 
Establish  time  and  place  where 
Commissioners  will  hear  protests 
Include  reference  to  Resolution 
of  Intention  for  district 
boundaries  description 


Notify  Public  by  Newspaper 

Publish  for  ten  consecutive  days 

in  a  daily  newspaper  or  two  issues 

of  weekly  newspaper  published 

closest  to  the  place  where  the 

RID  is  to  be  created 

Notice  must  be  posted  in  three 

public  places  within  the  proposed 

district 

Affidavit  of  publication  is  required 


Reference:     7-12-2104  through 
7-12-2107,   MCA 


Notify  Public  by  Mail 

Mail  notification  to  every  person, 
firm,   or  corporation  having  prop- 
erty in  the  district  on  the  same 
day  that  notification  is  first 
published  or  posted 
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TABLE  4 
( cont . ) 


REQUIREMENTS 


REQUIRED   GOVT.    ACTION 


3.     Protest  Hearing 

*  Written  protests  may  be  filed 
by  affected  property  owners 
within  15  days  of  first  pub- 
lication of  notice  of  passage 
of  Resolution  of  Intention 
(7-12-2109,   MCA) 

*  Affected  property  owners  may 
protest  in  person  at  the 
hearing  (7-12-2111,   MCA) 


A  protest  may  be  filed  that 
is  signed  by  more  than  50 
percent  of  the  affected 
property  owners  (7-12-2112, 
MCA) 


County  Clerk  must  endorse  the 
protest  with  date  filed 


At  next  regular  meeting  of  the 
County  Commissioners  after  the 
protest  period  ends.   Commissioners 
shall  hear  protests  and  make  a 
decision  on  the  RID 
If  no  protests  are  filed  or  if 
protests  are  judged  insufficient. 
Commissioners  will  have  immedi- 
ately acquired  jurisdiction  over 
improvements  and  may  draft  a 
resolution  creating  the  RID 

The  issue  shall  be  tabled  for 
six  months 

In  the  case  of  sanitary  sewer 
improvements,   protests  may  be 
overruled  by  unanimous  vote  of 
Board  of  County  Commissioners 


Creation  of  RID 


*       Draft  resolution  creating 
RID    (7-12-2113,    MCA) 


County  Commissioners  must  pass 
resolution  to  create  RID  in  ac- 
cordance with  Resolution  of 
Intention 


*  Publish  Notice  calling  for 
Bids  on  the  Work 

*  Set  time  of  bid  opening 
not  less  than   15   days  from 
the  last  publication  of 
notice 

*  State  that  bids  must  be 
accompanied  by  bid  security 

*  Deliver  bids  to  County   Clerk 
(7-12-2131  through  7-12-2133,   MCA) 


Publish  at  least  twice  in  a  daily, 
weekly,  or  semi-weekly  newspaper 
published  and  circulated  closest 
to  the  boundaries  of  the  RID 
Post  a  copy  of  the  notice  in  three 
pubUc  places 
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TABLL  4 
(cont. ) 


REQUIREMENTS 


REQUIRED  GOVT.  ACTION 


Evaluate  bids   (7-12-2135, 
MCA) 


Commissioners  must  open  and  read 
bids  in  a  public  session 
Commissioners  may  reject  bids 
and  readvertise,  if  in  the  public 
interest 


Award  contract  to  lowest 
Bidder  (7-12-2135,   MCA) 


If  all  bids  are  rejected  or 
no  bids  are  received   (7-12- 
2136,   MCA) 


Commissioners  award  contract  to 
lowest  responsible  bidder 
Bid  security  is  retained  until 
contract  completed   (7-12-2137, 
MCA) 

Commissioners  may  readvertise  for 
bids  within  six  months  after  the 
initial  bid  date 


RID  Implementation 

Costs  are  assessed  for  each 
lot  or  parcel  based  on  the 
relationship  between  its  area 
and  the  area  of  the  entire 
district 

If  RID  is  more  than  five  miles 
from  an  incorporated  city  or 
town,   assessment  may  be  based 
on  assessed  value  of  land  within 
district 

Assessments  are  collected 


County  Commission  must  adopt  a 
method  of  assessment  as  prescribed 
in  Montana  statutes 
County  Commissioners  must  pass  a 
resolution  to  levy  and  assess  tax 
on  property  in  the  district   (7-12- 
2158  through  7-12-2165,   MCA) 


County  Treasurer  has  the  respon- 
sibility to  collect  assessments 
(7-12-2163,    MCA) 

Revenue  collected  from  assessments 
shall  be  placed  in  RID  fund 
(7-12-2162,   MCA) 
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TABLE  4 
(cont.) 


REQUIREMENTS 


REQUIRED  GOVT.  ACTION 


Bonds  and  warrants  drawn 
against  fund  (construction 
or  maintenance)  created  for 
RID   (7-12-2171  through  7-12- 
2182,   MCA) 


Board  of  County  Commissioners 
shall  sell  bonds  or  issue  warrants 
to  pay  for  improvements  within 
district  in  accordance  with  legal 
bonding  procedures  and  provisions 
RID  revolving  fund  shall  be 
established  by  ordinance  to 
secure  prompt  payment  of  RID 
bonds  and  warrants 
Recent  legislation  allows  local 
governments  to  issue  RID  bonds 
without  revolving  fund  backing. 
Governing  body  may  be  resolution 
provide  that  bonds  and  warrants 
be  payable  solely  from  RID 
fund  and  have  no  claim  against 
revolving  fund 
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requirements  of  RID  formation  and  identifies  the  actions  required  of 
county  government  to  assure  conformance  with  Montana  statutes.  Identi- 
fication of  specific  provisions  relating  to  RIDs  has  been  included  in  this 
table  for  reference  purposes. 

iii)      Financing  Options  for  RIDs 

Methods  of  financing  Rural  Improvement  Districts  are  similar  to 
those  applicable  for  Special  Improvement  Districts.  Special  assessment 
bonds  are  repaid  through  assessments  to  individual  property  owners 
within  the  district.  Due  to  the  nature  of  properties  generally  included 
in  these  districts,  methods  of  assessment  vary  somewhat  from  those 
used  for  SIDs.  The  assessments  for  RIDs  are  generally  based  on  the 
relationship  between  the  individual  property  area  and  the  entire  area  of 
the  district.  If  the  RID  is  located  more  than  five  miles  from  an  incor- 
porated city  or  town,  the  assessment  may  be  based  upon  the  assessed 
value  of  the  property  within  the  district,  at  the  option  of  the  County 
Commissioners.  Additional  funding  for  RID  costs  may  be  available  from 
the  Community  Development  Block  Grants  program,  the  Coal  Board,  or 
the  Farmers  Home  Administration,  provided  application  and  elign^bility 
requirements  are  satisfied. 


d.       Advantages  and  Disadvantages  of  Improvement  Districts 

i)        Advantages 

The  primary  advantage  of  financing  water  or  sewer  system  exten- 
sions through  the  creation  of  an  improvement  district  is  that  the  con- 
struction costs  of  new  improvements  are  borne  by  those  property  own- 
ers directly  benefitted  by  the  improvements.  These  districts  provide  an 
effective  method  of  raising  money  to  finance  public  improvements  with- 
out utilizing  general  fund  revenues,  since  revenue  generated  through 
property  assessments  within  the  district  is  used  to  repay  special  as- 
sessment bonds  and  meet  the  costs  of  providing  services.  In  addition, 
the  long-term  repayment  of  improvement  district  costs  minimizes  the  fi- 
nancial impacts  on  property  owners  within  the  district.  Since  SIDs  and 
RIDs  are  relatively  easy  to  create,  improvements  may  be  enacted  quick- 
ly, provided  the  district  complies  with  statutory  provisions.  Formation 
of  these  districts  is  generally  acceptable  to  the  public  when  the  pro- 
posed facilities  or  improvements  will  clearly  provide  a  service  desirable 
to  all. 

ii)       Disadvantages 

Costs  associated  with  the  administration  of  RIDs  and  SIDs  by  local 
government  may  be  quite  high,  and  may  require  expenditures  of  time 
and  energy  even  if  no  local  government  monies  are  involved.  Improve- 
ment districts  may  also  cause  assessments  to  be  made  against  some  resi- 
dents who  do  not  want  or  cannot  afford  the  project.  This  situation  most 
often  occurs  in  areas  with  low-  or  fixed-income   property  owners.    Since 
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individuals  may  protest  the  creation  of  special  districts,  significant 
delays  may  occur  which  result  in  increased  project  costs.  In  addition, 
the  manner  in  which  costs  for  SIDs  or  RIDs  are  assessed  is  likely  to 
create  inequities  for  some  property  owners  within  the  district. 


4.        COUNTY   WATER  AND/OR   SEWER  DISTRICTS 

a.  General 

Water  and  sewer  districts  are  generally  formed  to  provide  a  service 
that  is  not  being  delivered  or  cannot  be  delivered  by  the  existing  gov- 
ernmental structure.  These  quasi-municipal  units  are  created  by  the 
county  at  the  request  of  residents  within  a  proposed  service  district. 
The  district  is  governed  by  a  board  of  directors  elected  by  the  resi- 
dents within  the  service  district. 

County  water  and/or  sewer  districts  may  be  organized,  incorpor- 
ated, and  managed  for  the  purpose  of  providing  such  services  to  resi- 
dents within  a  designated  district.  Initially  these  districts  may  be 
created  by  a  petition  signed  by  at  least  ten  percent  of  the  registered 
voters  within  the  area  included  in  the  district.  This  area  may  consist  of 
property  in  more  than  one  county  and  may  include  portions  of  cities  or 
towns. 

b.  Procedural  Requirements 


After  local  residents  have  presented  county  government  with  a  pe- 
tition requesting  the  creation  of  a  water  and/or  sewer  district,  the 
Board  of  County  Commissions  is  required  to  hold  a  public  meeting  to 
hear  protests  from  residents  of  the  proposed  district.  Based  on  a  re- 
view of  the  petition  and  the  public  hearing  proceedings,  the  governing 
body  may  modify  district  boundaries  to  better  serve  the  public  interest. 
The  governing  body  then  calls  for  a  referendum  of  property  owners 
within  the  district.  If  a  majority  of  at  least  40  percent  of  the  registered 
voters  within  the  proposed  district  approve,  the  water  and/or  sewer 
district  may  be  incorporated.  Incorporation  allows  the  district  to  con- 
struct, operate  and  maintain  water  and/or  sewer  systems  within  the  dis- 
trict; to  borrow  money  or  issue  bonds;  and  to  levy  taxes  on  properties 
within  the  district  to  retire  debt  incurred  by  the  district.  Residents  of 
the  district  are  required  to  elect  a  three-  to  five-member  board  of  di- 
rectors to  oversee  the  operations  of  the  district.  Table  5  summarizes 
the  basic  procedural  requirements  of  county  water  and/or  sewer  dis- 
tricts and  identifies  specific  statutes  that  apply  to  these  procedures. 

c.       Financing  Options  for  Water  and/or  Sewer  Districts 

Primary  financing  of  costs  incurred  for  the  construction,  opera- 
tion, and  maintenance  of  systems  within  the  district  is  the  responsibility 
of  residents  within  the  district.  The  board  of  directors  of  the  district 
may  borrow  money  or  issue  bonds  to  finance  initial  construction  of  wa- 
ter  or    sewer    treatment    and   distribution   systems.    The   major   source   of 
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TABLE  5 
FORMATION  AND  OPERATION  OF  COUNTY  WATER  AND/OR  SEWER  DISTRICTS 


1.  Petition  to  Create  County  Water  and/or  Sewer  District   (7-13-2204,   MCA) 

*  Must  be  signed  by  ten  percent  of  the  registered  voters  of  the  territory 
included  in  the  district  and  presented  to  the  County  Commissioners  at 

a  regular  meeting 

*  If  the  district  lies  in  more  than  one  county,   the  petition  must  be  pre- 
sented to  all  boards  of  county  commissioners  involved 

*  The  petition  shall  define  the  boundaries  of  the  district 

2.  Public  Notification  of  Petition  (7-13-2205,   MCA) 

*  Text  of  petition  must  be  published  once  a  week  for  two  consecutive 
weeks  in  a  county  newspaper 

*  Included  with  the  publication  of  the  text  must  be  the  time  and  place 
of  the  meeting  at  which  the  petition  will  be  presented 

*  Publication  of  the  petition  must  be  at  least  two  weeks  prior  to  its 
presentation 

3.  Hearing  on  Petition  (7-13-2206,  MCA) 

*  Board  of  County  Commissioners  shall  hear  petition  and  testimony  from 
those  presenting  the  petition 

*  Board  of  County  Commissioners  shall  also  review  written  protests  filed 
with  the  County  Clerk  &   Recorder  prior  to  the  hearing 

*  After  review  of  petition,  protests  and  presentation  of  all  relevant 
testimony ,  the  Commissioners  shall  make  a  decision  on  the  boundaries  of 
the  district  and  give  notice  of  an  election  to  determine  if  the  district 
should  be  incorporated  (7-13-2211  through  7-13-2215,   MCA) 

4.  Election  on  Question  of  Creating  a  District   (7-13-2211  through  7-13- 
2215,   MCA) 

*  Election  shall  be  held  no  more  than  60  days  from  the  date  of  the  final 
hearing  on  the  petition  to  form  the  water/ sewer  district 

*  If  at  least  40  percent  of  the  registered  voters  of  the  proposed  district 
have  voted  and  a  majority  favor  formation  of  a  district ,   the  County 
Commissioners  shall  declare  the  territory  duly  organized  as  a  county 
water  and/or  sewer  district 

*  County  Clerk  shall  file  a  certificate  with  the  Secretary  of  State  stating 
that  the  proposition  was  adopted.   Acknowledgement  by  the  Secretary  of 
State  is  required  for  the  district  to  be  legally  incorporated. 

*  Incorporation  entitles  the  district  to  a  number  of  general  powers  (7- 
13-2217  through  7-13-2221,   MCA) 


87 


TABLE  5 
(cont.) 


5.  Organization  of  the  District  (7-13-2231  through  7-13-2273,  MCA) 

*  Within  120  days  of  district  formation,   voters  within  the  district  are 
required  to  elect  a  board  of  directors 

*  The  board  of  directors  shall  consist  of: 

Three  to  five  members  if  there  are  no  municipalities  and  ten  or  less 
qualified  electors  in  the  district;  or 

Three  to  five  members  plus  one  additional  director  for  each  munici- 
pality in  the  district  (additional  directors  appointed  by  mayors 
of  the  municipalities) 

County  Commissioners  may  appoint  an  additional  director  if  the  dis- 
trict contains  unincorporated  territory 

*  Term  of  the  office  of  director  varies  from  two  to  six  years,   depending 
on  the  make-up  of  the  district 

*  The  election  of  directors  shall  occur  every  four  years 

*  Directors  receive  monthly  compensation 

6,  Duties  of  the  Board  of  Directors 


*  Board  holds  legislative  sessions  open  to  the  public,   and  act  only  by 
ordinance  and  resolution 

*  Board  appoints  administrative  personnel 

*  Board  establishes  charges  for  services  provided  by  the  district  to  pay 
operating  expenses,  interest  on  any  bonded  debt,   and  principal  on  any 
outstanding  debts 

*  Board  causes  taxes  to  be  levied  on  property  for  the  payment  of  bonded 
debt.   This  procedure  is  subject  to  the  requirements  for  public  notifi- 
cation and  allows  residents  of  the  district  an  opportunity  to  protest 
the  tax. 

7.  Procedures  to  Incur  Bonded  Indebtedness  (7-13-2321  through  7-13-2330,  MCA 

*  If  the  Board  of  Directors  deems  it  necessary  for  the  district  to  incur 
bonded  indebtedness,  it  must  pass  a  resolution  that  declares  that  fact 
and  indicates  the  purpose,   the  land  benefitted  by  the  indebtedness,  the 
amount  of  debt,   and  the  maximum  term 

*  An  election  on  the  proposition  must  be  held 

*  At  least  sixty  percent  of  the  votes  cast  at  the  election  must  approve 
the  bond  proposition.   The  Board  of  Directors  may  by  resolution  pro- 
vide for  the  sale  and  disposition  of  bonds  at  times  or  in  a  manner 
deemed  to  be  in  the  public  interest 

*  Bonds  issued  by  water  and/or  sewer  districts  are  tax-exempt  in  Montana 

8 .  Other 

*  Lands  may  be  added  or  excluded  from  the  district,   subject  to  the  pro- 
visions of  Montana  statutes  (7-13-2341  through  7-13-2348,  MCA) 

*  Two  or  more  sewer/ water  districts  may  consolidate  at  any  time,   subject 
to  provisions  outlined  in  Montana  statutes  (7-13-2342,   MCA)) 
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repayment  of  this  debt  is  from  the  establishment  of  service  charges  by 
the  district.  If  this  revenue  is  insufficient,  the  County  Commissioners 
are  empowered  to  levy  taxes  on  properties  within  the  district.  The  ad- 
ditional assessment  may  be  based  on  the  relationship  that  each  proper- 
ty's area  or  taxable  valuation  bears  to  the  total  district's  area  or  tax- 
able valuation. 

Federal  and  state  assistance  may  also  be  available  to  county  water 
and/or  sewer  districts  to  underwrite  portions  of  costs  incurred  through 
construction  of  facilities.  Community  Development  Block  Grants,  Farmers 
Home  Administration  Water  and  Waste  Disposal  Loans  and  Grants,  and 
Coal  Board  Grants  may  be  available  to  communities  complying  with  appli- 
cation and  eligibility  requirements. 


d.       Advantages  and  Disadvantages 

i)        Advantages 

The  major  advantage  of  water  and  sewer  districts  is  that  problems 
regarding  political  boundaries  and  jurisdictional  responsibilities  may  be 
avoided.  These  districts  may  consist  of  several  combinations  of  political 
subdivisions  and  are  governed  by  residents  within  the  district.  Under 
proper  management,  the  governing  body  of  the  district  can  function  ex- 
peditiously in  the  best  interest  of  the  district.  The  district  may  be 
used  to  fulfill  a  specific  need  for  residents  of  a  large  geographic  area 
and  economies  of  scale  may  be  achieved  which  may  reduce  costs  some- 
what for  residents  of  the  district. 

ii)       Disadvantages 

One  of  the  primary  disadvantages  of  water  and  sewer  districts  is 
that  they  may  not  be  responsive  to  or  consistent  with  the  comprehen- 
sive planning  efforts  of  local  governments.  The  provision  of  one  urban 
service  by  a  district  may  be  counterproductive  to  community  goals  and 
the  ultimate  plans  for  numerous  community  services.  Difficulties  may  be 
encountered  in  extending  municipal  services  into  areas  already  served 
by  a  similar  district.  As  a  result,  major  adjustments  to  the  system  may 
be  necessary,  and  costs  to  other  city  residents  may  be  increased. 


5.        TAXATION 

a.       General 

Financial  support  for  community  water  and  sewer  systems  is  fre- 
quently obtained  through  taxes  based  on  the  assessed  value  of  land  and 
improvements  and  personal  property.  Historically,  communities  have 
tended  to  utilize  this  source  of  revenue  since  it  has  commonly  been 
used  to  support  all  local  government  functions.  Revenue  to  operate  wa- 
ter and  sewer  facilities  in  the  community  may  be  budgeted  from  the 
general   fund   or   from   a   specified   levy    that   is    retained   in   separate   ac- 
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counts  and  used  exclusively  for  the  systems.  In  recent  years,  the  use 
of  property  taxes  as  the  primary  source  of  revenue  for  the  operation  of 
public  utilities  has  declined.  Local  governments  have  recognized  the 
need  for  a  broad  mix  of  revenue  sources  to  develop  a  structure  respon- 
sive to  community  growth  and  local,   state  and  national  economic  trends. 


b.       Montana  Taxation  for  Water  and  Sewer  Purposes 

i)        County  Taxation 

Montana  counties  have  the  power  to  levy  and  collect  annual  taxes 
on  all  taxable  property  within  their  jurisdiction  for  the  purpose  of  de- 
fraying costs  of  county  services,  facilities,  or  capital  projects.  Montana 
statutes  limit  the  size  of  the  annual  mill  levy  to  27  mills  for  Fourth 
through  Seventh  Class  Counties  and  to  25  mills  for  First  through  Third 
Class  Counties.  If  a  county  government  wishes  to  raise  taxes  higher 
than  this  limitation,  it  must  first  pass  a  resolution  indicating  its  intent 
to  exceed  the  annual  mill  levy  and  then  submit  the  question  to  qualified 
electors  for  approval.  For  the  purposes  of  financing  water  and  sewer 
projects,  additional  county  revenues  may  be  obtained  from  the  following 
levies : 

a)  Capital  Improvement  Fund  Levy 

The  fund  may  be  derived  from  the  multiple  levies  authorized 
by  law;  however,  no  more  than  ten  percent  of  the  money  derived 
from  any  one  levy  may  be  appropriated  to  this  fund.  Money  in  the 
fund  must  be  expended  within  ten  years  for  the  replacement  and 
acquisition  of  property,  plant  or  equipment  costing  more  than 
$5,000  with  a  life  expectancy  of  more  than  five  years.  A  capital 
improvement  program  must  be  formally  adopted  by  the  county. 

b)  Rural  Improvement  District  Fund  Levy 

The  Board  of  County  Commissioners  may  levy  taxes  on  all 
property  within  the  improvement  district  to  defray  the  cost  of 
making  improvements. 

c)  Rural  Improvement  District  Revolving  Fund  Levy 

The  Board  of  County  Commissioners  may  levy  a  tax  on  all 
taxable  property  in  the  county  to  secure  prompt  payment  of  Rural 
Improvement  District  bonds  or  warrants.  The  tax  may  be  levied  to 
generate  and  maintain  a  fund  which  equals  five  percent  of  the 
principal  amount  of  outstanding  RID  bonds  or  warrants. 

d)  Water  and/or  Sewer  District  Fund  Levy 

The  Board  of  County  Commissioners  has  the  authority  to  levy 
and  collect  taxes  on  all  taxable  property  within  a  legally  estab- 
lished water  and/or  sewer  district.  The  levy  is  intended  to  provide 
revenue  to  repay  bond  obligations  and  provide  for  reserve  funds 
for  operation  and  maintenance  of  systems  within  the  district. 
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ii)       Municipal  Taxation 

Municipal  governments  in  Montana  have  the  power  to  levy  and  col- 
lect taxes  for  general  and  special  purposes  on  all  taxable  property 
within  cities  or  towns.  Cities  and  towns  have  the  authority  to  utilize  an 
all-purpose  mill  levy  or  a  general  fund  levy  to  generate  revenue  to  pro- 
vide community  services.  Montana  statutes  limit  nll-purpose  levies  to  65 
mills  and  general  purpose  levies  of  24  mills.  The  total  of  all  taxes  for 
general  and  municipal  purposes  may  not  exceed  15  mills  in  cities  or 
towns  in  which  statutory  limitations  regarding  bonded  indebtedness  are 
either  equalled  or  exceeded. 

In  addition,  local  governing  bodies  may  levy  taxes  for  special  pur- 
poses to  supplement  either  the  all-purpose  or  general  fund  levies.  Maxi- 
mum levels  of  assessment  for  individual  special  purpose  levies  are  es- 
tablished in  State  statutes.  Prior  to  the  imposition  of  any  special  tax, 
local  governments  must  pass  a  resolution  outlining  their  intention  to  ex- 
ceed the  maximum  mill  levy  and  submit  the  question  to  qualified  voters 
for  approval.  If  a  municipal  government  authorizes  an  all-purpose  mill 
levy  instead  of  a  general  fund  levy,  the  governing  body  must  appropri- 
ate portions  of  the  levy  to  its  various  departments  through  annual  bud- 
geting procedures. 

In  addition  to  the  all-purpose  or  general  fund  mill  levies  used  by 
municipal  governments,  revenues  for  water  and  sewer  projects  may  be 
obtained  from  the  following  levies. 

a)  Capital  Improvement  Fund 

A  municipality  utilizing  an  all-purpose  levy  may  place  up  to 
five  percent  of  the  levy  in  a  separate  fund  earmarked  for  the  re- 
placement and  acquisition  of  property,  plant  or  equipment  costing 
in  excess  of  $5,000  with  a  life  expectancy  of  more  than  five  years. 
This  option  is  available  to  municipedities  that  have  formally  adopted 
a  capital  improvements  program. 

b)  Special  Improvement  District  Fund  Levy 

The  governing  body  of  any  municipality  may  levy  taxes  on  all 
property  within  the  district  to  defray  the  cost  of  all  improvements. 

c)  Special  Improvement  District  Revolving  Fund  Levy 

The  governing  body  may  levy  a  tax  on  eill  taxable  property  in 
the  municipality  to  secure  the  prompt  payment  of  Special  Improve- 
ment District  bonds  or  warrants.  The  tax  may  be  levied  to  gener- 
ate and  maintain  a  fund  which  equals  five  percent  of  the  principal 
amount  of  outstanding  SID  bonds  or  warrants. 
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c.       Advantages  and  Disadvantages 

i)       Advantages 

Financial  support  of  community  water  and  sewer  services  through 
property  taxation  allows  the  entire  community  to  pay  for  the  overall 
benefits  afforded  by  the  system,  such  as  the  avoidance  of  health  and 
pollution  hazards.  This  form  of  taxation  also  provides  a  means  of  ob- 
taining financial  contributions  from  the  owners  of  undeveloped  property 
for  the  benefit  of  having  community  water  and/ or  sewer  service  avail- 
able to  the  property.  At  the  time  the  undeveloped  property  is  im- 
proved, the  increase  in  property  tax  will  offset  the  increased  usage  of 
the  services. 

Administration  of  a  system  utilizing  property  taxes  as  the  primary 
source  of  operating  revenue  for  community  services  is  simple,  requiring 
no  measurement  of  water  or  wastewater  quantities  to  assess  user  char- 
ges. The  additional  accounting  and  billing  procedures  required  by  such 
a  system  are  minimal.  In  addition,  the  tax  system  offers  some  benefits 
to  individual  property  owners  in  that  charges  in  the  form  of  property 
taxes  are  tax-deductible,   whereas  service  charges  are  not. 

ii)       Disadvantages 

One  of  the  primary  disadvantages  associated  with  the  use  of  prop- 
erty taxes  as  a  means  of  financing  community  services  is  the  generally 
unfavorable  response  by  citizens  to  a  tax  increase.  Since  voter  approval 
of  tax  measures  is  required,  additional  revenue  to  offset  operation  and 
maintenance  costs  of  community  water  and  sewer  systems  may  be  diffi- 
cult to  obtain.  This  system  may  also  place  a  disproportionately  large 
burden  for  community  services  on  agricultural  operations,  commercial  or 
industrial  concerns  that  own  large  parcels  of  property  but  do  not  ex- 
tensively use  community  water  and  sewer  services.  Problems  may  also 
be  encountered  in  developing  areas  adjacent  to  the  community,  since  a 
few  landowners  may  be  required  to  pay  for  large  portions  of  the  im- 
provement costs.  (However,  this  should  be  largely  offset  by  future 
profits  for  these  landowners  when  the  areas  are  fully  developed.)  In 
addition,  property  taxes  do  not  respond  to  inflation  unless  reassessment 
of  taxable  property  occurs  regularly  to  keep  pace  with  increases  in 
property  values. 
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Appendix  A:   Glossary  of  Basic 

Financing  Terms 


Ad  Valorem  Tax:  A  tax  based  on  value,  such  as  the  assessed  VEilue  of 
real  (land  and  improvements)   and  personal  property. 

Advance  Refunding  Bonds:  Bonds  issued  to  refund  an  outstanding 
bond  issue  prior  to  the  date  on  which  the  outstanding  bonds  be- 
come due  or  callable.  Proceeds  of  the  advance  refunding  bonds  are 
deposited  in  escrow  with  a  fiduciary,  invested  in  U.S.  Treasury 
Bonds  or  other  authorized  securities,  and  used  to  redeem  the  un- 
derlying bonds  at  maturity  or  call  date  and  to  pay  interest  on  the 
bonds  being  refunded  or  the  advance  refunding  bonds. 

Since  the  investments  in  which  the  proceeds  of  the  advance 
refunding  issue  are  invested  will  frequently  earn  a  higher  rate  of 
interest  than  that  paid  on  the  outstanding  bond  issue  and  the  ad- 
vance refunding  issue,  the  issuing  agency  may  realize  a  net  inter- 
est gain  from  the  refunding  operation. 

Amortization:  A  straight-line  reduction  of  debt  by  means  of  periodic 
payments  sufficient  to  meet  current  interest  and  liquidate  the  debt 
at  maturity. 

Arbitrage:  The  practice  of  investing  bond  proceeds  at  a  yield  greater 
than  the  coupon  rate  being  paid  on  the  bonds.  This  "profit"  is 
strictly  limited  by  the  Internal  Revenue  Service, 

Authorization:  Permission  to  issue  the  bonds.  In  addition  to  the  Con- 
stitution, Statute  or  Charter  enabling  language,  an  election  is  of- 
ten also  required. 

Bid:  A  statement  of  what  a  bank  or  syndicate  of  banks  will  pay  for  an 
entire  bond  issue,  implying  an  offer  to  purchase  the  bonds.  The 
lowest  bid,  i.e.,  the  bid  with  lowest  net  or  true  interest  cost,  is 
the  winning  bid. 
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Bond:  A  certificate  representing  a  promise  to  pay  a  specified  sum  of 
money,  called  the  face  value  or  principal  amount,  at  a  specified 
date  or  dates  in  the  future,  called  the  maturity  date(s),  together 
with  periodic  interest  at  a  specified  rate.  The  difference  between  a 
note  and  a  bond  is  that  the  latter  runs  for  a  longer  period  of  time 
and  is  usually  a  permanent  financing  tool  while  a  note  is  typically 
an  interim  device. 

Bond  Anticipation  Note  (BAN):  Short-term  interest  bearing  notes  is- 
sued by  a  government  unit  in  anticipation  of  bonds  to  be  issued  at 
a  later  date.  The  notes  are  retired  from  proceeds  of  the  bond  is- 
sue to  which  they  are  related. 

Bond  Buyer:  A  daily  trade  paper  of  the  municipal  bond  market.  It  also 
publishes  "The  Weekly  Bond  Buyer",  which  is  devoted  to  capital 
market  news  and  provides  a  summary  of  the  week's  municipal 
news. 

Bond  Counsel:  Legal  firm  hired  to  advise  the  Issuer  regarding  the  le- 
gal and  tax  aspects  of  the  sale. 

Bond  Ordinance  or  Resolution:  A  legal  order  approved  by  the  appro- 
priate body  of  a  government  unit  authorizing  a  bond  issue.  The 
rights  of  the  bondholders  and  the  obligations  of  the  issuer  are 
carefully  detailed  in  this  formal  document.  State  laws  and  municipal 
charters  prescribe  whether  a  bond  issue  may  be  authorized  by 
resolution,  or  must  be  made  by  ordinance.  The  latter  is  a  more 
formal  act  of  the  governing  body. 

Bond  Issue:      Bonds  sold. 

Bond  Payable:     The  face  value  of  bonds  issued  and  unpaid. 

Budget  (Operation):  A  plan  of  financial  operation  embodying  an  esti- 
mate of  proposed  expenditures  for  a  given  period  and  the  proposed 
means  of  financing  them.  Used  without  any  modifier,  the  term  usu- 
ally indicates  a  financial  plan  for  a  single  fiscal  year.  The  term 
"budget"  is  used  in  two  senses  in  practice.  Sometimes  it  designates 
the  financial  plan  presented  to  the  appropriate  body  for  adoption 
and  sometimes  the  plan  finally  approved  by  that  body.  It  is  usual- 
ly necessary  to  specify  whether  the  budget  under  consideration  is 
preliminary  and  tentative  or  whether  it  has  been  approved  by  the 
appropriating  body. 

Call  Date:  The  date  on  which  a  bond  may  be  redeemed  before  maturity 
at  the  option  of  the  Issuer. 
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Call  Feature  (Redemption  Feature):  Enables  the  Issuer  to  pay  off  ("re- 
deem") a  bond  prior  to  its  maturity  date.  The  "call  date"  is  the 
earliest  date  the  bond  may  be  redeemed  ("called").  Usually  a  pre- 
mium is  paid  for  the  earliest  call  dates. 

Callable  Bond:  A  type  of  bond  which  permits  the  Issuer  to  pay  the  ob- 
ligation before  the  stated  maturity  date  by  giving  notice  of  re- 
demption in  a  manner  specified  in  the  bond  contract.  (Synonym: 
Optional  Bond) 

Call  Price:  The  price  at  which  callable  bonds  will  be  redeemed  if 
called. 

Capital  Budget:  A  plan  of  proposed  capital  expenditures  and  the  means 
of  financing  them.  The  capital  budget  is  usually  adopted  as  part  of 
the  complete  annual  budget  which  includes  both  operations  and 
capital  outlays.  The  capital  budgets  should  be  based  on  a  capital 
improvement  program  (CIP). 

Capital  Improvement  Program:  A  plan  for  capital  expenditures  to  be  in- 
curred each  year  over  a  fixed  period,  setting  forth  each  capital 
project,  identifying  the  expected  beginning  and  ending  date  for 
each  project,  the  amount  to  be  expended  in  each  year,  and  the 
method  of  financing  those  expenditures. 

Capital  Outlays:      Expenditures  for  the  acquisition  of  capital  assets. 

Capital  Projects:  Projects  which  purchase  or  construct  capital  assets. 
Typically  a  capital  project  encompasses  a  purchase  of  land  and/or 
the  construction  of  a  building  or  facility. 

Capital  Projects  Fund:  A  fund  created  to  account  for  all  resources 
used  for  the  acquisition  of  designated  fixed  assets  by  a  govern- 
mental unit  except  those  financed  by  special  assessment  and  enter- 
prise funds. 

Competitive  Bidding  (also  called  Public  Bidding):  Sale  of  a  bond  issue 
by  public  advertisement  in  which  any  bidder  may  submit  an  offer 
to  purchase  the  bonds  and  the  bonds  are  sold  to  the  bid  with  low- 
est interest  cost. 

Covenant:  A  binding  agreement  in  the  bond  contract.  Most  are  found 
in  revenue  bonds.  For  example,  they  can  stipulate  that  the  rates 
charged  for  use  of  the  facilities  are  sufficient  to  maintain  coverage 
of  maximum  annual  debt  service  at  a  given  level. 
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Coverage:  This  term  is  usually  connected  with  revenue  and  corporate 
bonds.  It  is  usually  the  ratio  of  net  revenue  available  for  debt 
service  to  the  average  annual  debt  service  requirements  for  an  is- 
sue of  revenue  bonds.  This  ratio  indicates  the  margin  of  safety  for 
payment  of  debt  service,  reflecting  the  number  of  times  by  which 
earnings  for  a  period  of  time  exceed  debt  service  payable  in  such 
periods;   e.g.,    1.20,   referred  to  as  "one-twenty". 

Current  Yield:  A  relation  stated  as  a  percentage  of  the  annual  interest 
to  the  actual  market  price  of  the  bond;  the  same  procedure  is  used 
as  in  computing  a  stock  yield. 

Debt:      An  obligation  resulting  from  the  borrowing  of  money  or  from   the 
purchase   of   goods   and    services.    Debts   of   governmental   units  in- 
clude bonds,   time  warrants,   notes,   and  floating  debt. 
Bonds:      An  interest-bearing  promise  to  pay  with  a  specific  matur- 
ity. 
Notes:      In  general,   an  unconditional  written  promise  signed  by  the 
maker  to  pay  a  certain  sum  of  money  on  demand  or  at  a  fixed 
or  determinable  time  either  to  the  bearer  or  to  the  order  of  a 
person  therein. 
Time  Warrant:      A  negotiable  obligation  of  a  governmental  unit  hav- 
ing a  term  shorter  than  bonds  and  frequently  tendered  to  in- 
dividuals and  firms  in  exchange  for  contractual  services,  cap- 
ital acquisitions,   or  equipment  purchases. 
Floating   Debt :      Liabilities   other    than   bonded    debt    and   time    war- 
rants   which    are    payable    on    demand    or    at    an    early    date. 
Examples  are  accounts  payable,   notes  and  bank  loans. 

Debt  Limit :  The  maximum  amount  of  debt  which  a  governmental  unit 
may  incur  under  constitutional,  statutory,  or  charter  authoriza- 
tions. The  limitation  is  usually  a  percentage  of  assessed  valuation 
and  may  be  fixed  upon  either  gross  or  net  debt.  If  the  latter  is 
the  case,  the  legal  provision  will  usually  specify  what  deductions 
from  gross  debt  are  allowed  in  order  to  determine  net  debt. 

Default:  Failure  to  pay  principal  or  interest  promptly  when  due.  If 
caused  by  a  minor  omission  which  is  remedied  promptly,  it  is 
known  as  a  "Technical  Default". 

Depreciation:  1)  Expiration  of  the  service  life  of  capital  assets  attrib- 
utable to  wear  and  tear,  deterioration,  action  of  the  physical  ele- 
ments, inadequacy  or  obsolescence;  2)  That  portion  of  the  cost  of 
a  capital  asset  which  is  charged  as  an  expense  during  a  particular 
period. 
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Discount:  The  difference  between  the  cost  price  of  a  security  and  its 
value  at  maturity  when  quoted  at  lower  than  face  value.  A  security 
selling  below  original  offering  price  shortly  after  sale  also  is  con- 
sidered to  be  at  a  discount.  Note  that  the  price  does  not  include 
accrued  interest  at  the  date  of  acquisition  or  sale. 

Encumbrances:  Obligations  in  the  form  of  purchase  orders,  contracts 
or  salary  commitments  which  are  chargeable  to  an  appropriation 
and  for  which  a  part  of  the  appropriation  is  reserved.  They  cease 
to  be  encumbrances  when  paid  or  when  an  actual  liability  is  estab- 
lished. 

Face  Value:  The  par  value  of  a  bond  that  appears  on  the  face.  This  is 
the  amount  that  the  Issuer  promises  to  pay  at  maturity,  and  also 
the  amount  on  which  interest  is  computed. 

Financial  Consultant  or  Advisor:  Consulting  firm  or  individual  hired  to 
advise  the  Issuer  regarding  the  financial  and  market  aspects  of  the 
sale. 

Fiscal  Agent:  An  agent  (usually  an  incorporated  bank  or  trust  com- 
pany) designated  by  a  government  to  act  for  it  in  any  of  several 
capacities  in  the  sale,  administration  and  payment  of  bonds  and 
coupons. 

Fiscal  Year:  A  twelve-month  period  of  time  to  which  the  annual  budget 
applies  and  at  the  end  of  which  a  governmental  unit  determines  its 
financial  position  and  the  results  of  its  operations.  For  example, 
the  State  of  Oregon's  fiscal  year  starts  July  1. 

Full  Faith  and  Credit:  A  pledge  of  the  general  taxing  power  for  the 
payment  of  debt  obligation.  Bonds  carrying  such  pledges  are  usu- 
ally referred  to  as  general  obligation  bonds  or  full  faith  and  credit 
bonds. 

General  Obligation  Bond:  A  bond  for  whose  payment  the  full  faith  and 
credit  of  the  issuer  is  usually  pledged.  Most  commonly,  general 
obligation  bonds  are  payable  from  ad  valorem  property  taxes. 

Grant:  A  contribution  of  assets  (usually  cash)  by  one  governmental 
unit  or  other  organization  to  another.  Typically,  these  contribu- 
tions are  made  to  local  governments  from  the  state  and  federal 
governments.   Grants  are  usually  made  for  specified  purposes. 

Industrial  Development  Revenue  Bonds  (IDBs,  IDRBs,  IRBs):  Bonds  is- 
sued by  governmental  units,  the  proceeds  of  which  are  used  to 
construct  plant  facilities  for  private  industrial  concerns.  Lease 
payments  made  by  the  industrial  concern  to  the  governmental  unit 
are  used  to  service  the  bonds.  Such  bonds  may  be  in  the  form  of 
general  obligation  bonds,   revenue  bonds,  or  a  combination  thereof. 
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Interest:  Compensation  paid  or  to  be  paid  for  the  use  of  money,  in- 
cluding amounts  payable  at  periodic  intervals  or  as  discount  at  the 
time  a  loan  is  made. 

Interest  Rate:  The  interest  payable,  expressed  as  a  percentage  of  the 
principal  available  for  use  during  a  specified  period  of  time. 

Interim  Borrowing:  1)  Short-term  loans  to  be  repaid  from  general  rev- 
enues during  the  course  of  a  fiscal  year;  2)  Short-term  loans  in 
anticipation  of  tax  collections  or  bond  issuances.  (See  Bond  Antici- 
pation Notes) 

Investor  (Bondholder):  Ultimate  buyer  of  any  number  of  bonds  from  an 
issue  who  intends  to  hold  the  bonds  for  investment  purposes. 

Issuer:  A  municipal  unit  which  borrows  money  through  the  sale  of 
bonds,  notes,  or  other  evidence  of  indebtedness. 

Lease  or  Lease  -  Purchase  Revenue  Bonds:  Revenue  bonds  paid  from 
lease  payments  made  on  projects  financed  by  bonds. 

Legal  Opinion:  The  opinion  of  a  specialized  bond  attorney  as  to  the  le- 
gality of  a  municipal  bond  issue.  A  preliminary  legal  opinion  is 
made  in  advance  of  the  original  sale  of  the  bonds;  the  final  opin- 
ion, after  the  bonds  have  been  sold  and  issued. 

Levy:  1)  To  impose  taxes,  special  assessments,  or  service  charges  for 
the  support  of  governmental  activities;  2)  The  total  amount  of  tax- 
es, special  assessments,  or  services  charges  imposed  by  a  govern- 
mental unit. 

Long-Term  Debt:  Debt  with  a  maturity  of  more  than  one  year  after 
date  of  issuance. 

Market  Price:  The  price  of  an  issued  bond  varies  continuously  as  new 
bond  issues  come  to  market  and  previously  issued  bonds  are  re- 
traded.  Thus,  the  market  price  that  an  Investor  will  pay  for  a 
ten-percent,  ten-year  bond  today  may  be  different  tomorrow. 
Therefore,   the  total  market  value  of  a  portfolio  changes  daily. 

Marketability :  A  measure  of  the  ease  with  which  a  security  can  be  sold 
in  the  secondary  market. 

Maturity:  The  date  upon  which  the  principal  or  stated  value  of  a  bond 
becomes  due  and  payable. 

Maturity  Schedule:  A  listing  of  the  total  principal  amount  of  bonds  ma- 
turing in  each  year. 
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Municipal:  In  its  broadest  sense,  an  adjective  which  denotes  the  state 
and  all  subordinate  units  of  government.  In  a  more  restricted 
sense,  an  adjective  which  denotes  a  city  or  town  as  opposed  to 
other  units  of  local  government. 

Negotiated  Sale:  The  private  arrangement  between  two  or  more  parties 
to  purchase  the  securities  of  an  issuer  without  competitive  public 
bidding. 

Notice  of  Sale:  Legal  notice  announcing  the  terms  and  conditions  of  the 
bond  sale.  Its  contents  and  timing  for  publication  are  prescribed 
by  Statute.  Official  Statements  must  be  available  for  distribution 
on  the  first  day  ("first  publication  date")  the  notice  of  sale  is 
published. 

Official  Statement  (OS,  also  called  Prospectus):  The  legal  disclosure 
document  prepared  by  a  municipal  bond  issuer  or  its  chosen  repre- 
sentative, which  sets  forth  all  material  facts  necessary  to  fully  de- 
scribe the  financial  condition  of  the  issuer  and  clarify  the  offer- 
ing,  as  prescribed  by  law. 

Par  Value:  The  value  of  a  security  as  expressed  on  its  face  without 
consideration  to  any  premium  or  discount;  it  is  the  amount  that 
must  be  paid  at  maturity.  It  also  signifies  the  dollar  value  on 
which  bond  interest  is  figured.  Although  bonds  are  usually  issued 
in  denominations  of  $5,000,  a  quotation  of  100  means  "at  par". 
Bonds  quoted  at  98  are  selling  at  a  discount;  that  is,  they  cost 
$980  for  a  $1,000  bond.  Bonds  quoted  at  102  are  selling  at  a  pre- 
mium;  that  is,   $1,020  for  a  $1,000  bond. 

Pay-As- You-Go  Basis:  A  term  used  to  describe  the  financial  policy  of  a 
governmental  unit  which  finances  all  of  its  capital  outlays  from 
current  revenues  rather  than  by  borrowing.  A  governmental  unit 
which  pays  for  some  improvements  from  current  revenues  and  oth- 
ers by  borrowing  is  said  to  be  on  a  partial  or  modified  pay-as- 
you-go  basis. 

Paying  Agent :  The  agency,  practically  always  a  commercial  bank, 
where  the  maturing  interest  coupons  and  principal  of  an  issue  will 
be  paid.  Municipal  bonds  usually  are  payable  also  at  the  office  of  a 
public  treasurer. 

Premium:  The  excess  of  the  price  at  which  a  bond  is  acquired  or  sold 
over  its  face  value  or  maturity  value.  Note  that  the  price  does  not 
include  accrued  interest  at  the  date  of  acquisition  or  sale.  Also, 
the  premium  is  the  amount  payable  to  the  holder  of  a  callable  bond 
by  the  issuer,  if  and  when  the  bond  is  called  and  assuming  there 
is  provision  for  a  call  premium. 
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Principal:  The  face  or  par  value  of  a  bond,  exclusive  of  accrued  in- 
terest. 

Prospectus:  A  detailed  statement  issued  by  a  company  or  municipality 
prior  to  the  sale  of  new  or  additional  securities,  giving  a  full  de- 
scription of  facts  and  information  as  required  by  the  Securities 
and  Exchange  Commission  or  other  authority. 

Public  Bidding:  A  method  of  issuing  debt  in  which  the  issue  is  adver- 
tised in  a  financial  journal  and  any  investor  is  welcome  to  submit 
an  offer  to  purchase. 

Qualified  Legal  Opinion:  Conditional  affirmation  of  the  legality  of 
bonds,  before  or  after  they  are  sold.  An  Unqualified  Legal  Opin- 
ion, on  the  other  hand,  is  an  unconditional  affirmation  of  the  le- 
gality of  the  bonds. 

Rating:  The  designation  used  by  investors'  services  to  give  relative 
indications  of  quality.  Moody's  ratings  range  from  the  highest, 
Aaa,  down  to  C,  while  Standard  and  Poor's  ratings  range  from  the 
highest,   AAA,   down  D. 

Refinancing:  Retiring  existing  securities  by  the  sale  of  new  issues. 
The  objective  may  be  to  save  interest  costs  or  to  extend  the  ma- 
turity of  the  loan. 

Refunding  Bond:  A  bond  issued  to  retire  a  bond  already  outstanding. 
Refunding  bonds  may  be  sold  for  cash  and  outstanding  bonds  re- 
deemed in  cash,  or  the  refunding  bonds  may  be  exchanged  with 
holders  of  outstanding  bonds. 

Registered  Bond:  A  bond  whose  owner  is  registered  with  the  issuing 
governmental  unit  and  which  cannot  be  sold  or  exchanged  without 
a  change  of  registration.  When  fully  registered,  there  are  no  cou- 
pons attached  and  the  interest  is  paid  to  the  owner  by  check  by 
the  paying  agent.  Registered  bonds  may  be  registered  as  to  prin- 
cipal and  interest  or  as  to  principal  only. 

Reserve:  An  account  used  to  indicate  that  a  portion  of  fund  equity  is 
legally  restricted  for  a  specific  purpose  or  not  available  for  appro- 
priation and  subsequent  spending. 

Revenue  Bonds:  Bonds  whose  principal  and  interest  are  payable  exclu- 
sively from  earnings  of  a  public  enterprise,  such  as  bridges,  toll 
roads,  or  utility  systems.  Such  bonds  have  no  claim  on  the  bor- 
rower's taxable  resources  unless  otherwise  specified  in  the  bond 
indenture.  In  addition  to  a  pledge  of  revenues,  such  bonds  some- 
times contain  a  mortgage  on  the  enterprise's  property,  and  are 
then  known  as  Mortgage  Revenue  Bonds. 
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Serial  Bonds:  Bonds  the  principal  of  which  is  repaid  in  periodic  in- 
stallments over  the  life  of  the  issue. 

Serial  Annuity  Bonds:  Serial  bonds  in  which  the  annual  install- 
ments of  bond  principal  are  so  arranged  that  the  combined 
payments  for  principal  and  interest  are  approximately  the 
same  each  year. 
Deferred  Serial  Bonds:  Serial  bonds  in  which  the  first  principal 
installment  does  not  fall  due  for  two  or  more  years  for  the 
date  of  issue. 

Short-Term  Debt:  Debt  with  a  maturity  of  one  year  or  less  after  the 
date  of  issuance.  Short-term  debt  usually  includes  floating  debt, 
bond  anticipation  notes,  tax  anticipation  notes,  and  interim  war- 
rants. 

Sinking  Fund:  A  fund  of  earning  assets  and  cash  to  which  additions 
are  made  periodically  so  that  future  contributions  plus  interest 
earned  will  accumulate  to  the  par  value  of  the  bonds  at  maturity 
and  can  thus  be  used  to  redeem  them.  Difficulties  of  administration 
have  made  this  practice  rare  today,  but  the  term  is  sometimes  used 
to  cover  any  retirement  of  principal  other  than  by  serial  maturi- 
ties. Thus,  a  call  of  a  part  of  a  bond  issue  in  order  to  retire  debt 
may  be  called  "for  sinking-fund  purposes". 

Special  Assessment:  A  compulsory  levy  made  by  a  local  government 
against  certain  properties  to  defray  part  or  all  of  the  cost  of  a 
specific  improvement  or  service  which  is  presumed  to  be  of  general 
benefit  to  the  public  and  of  special  benefit  to  such  properties.  The 
term  should  not  be  used  without  a  modifier  (e.g.,  "special  assess- 
ments for  street  pavings"  or  "special  assessments  for  street  sprin- 
kling") unless  the  intention  is  to  have  it  cover  both  improvements 
and  services  or  unless  the  particular  use  is  apparent  from  the 
context. 

Tax-Exempt  Bond:  Bonds  exempt  from  federal  income,  state  income,  or 
state  or  local  personal  property  taxes.  "Municipals"  are  exempt 
from  federal  income  taxation  at  present  and  may  or  may  not  be 
exempt  from  state  income  or  personal  property  taxation  in  the  state 
where  originally  issued  or  held.  Most  states  do  not  tax  "munici- 
pals" issued  by  their  own  state  or  local  jurisdictions. 

Tax-Increment  Revenue  Bond:  Also  called  Tax  Allocation  Bond  or  Ur- 
ban Renewal  Bond,  it  is  a  form  of  revenue  bond  paid  from  monies 
derived  from  "tax  increment  financing" ,  a  special  application  of 
taxes  levied  in  urban  renewal  districts  on  the  growth  in  taxable 
value. 


A9 


Taxes:  Compulsory  charges  levied  by  a  governmental  unit  for  the  pur- 
pose of  financing  services  performed  for  the  common  benefit.  The 
term  does  not  include  specific  charges  made  against  particular  per- 
sons or  property  for  current  or  permanent  benefits  such  as  special 
assessments.  Neither  does  the  term  include  charges  for  services 
rendered  only  to  those  paying  such  charges  as,  for  example,  sew- 
er service  charges. 

Term  Bonds:  Bonds  the  entire  principal  of  which  matures  on  one  date. 
Also  called  Sinking  Fund  Bonds. 

Underwriter:  The  investment  house  or  houses  that  purchase  a  bond  of- 
fering from  the  issuing  government.  A  joint  venture  account  of  a 
number  of  underwriters  is  called  the  Underwriting  Syndicate  or 
Syndicate. 

Warrant :  An  order  drawn  by  the  legislative  body  or  an  officer  of  a 
governmental  unit  upon  its  treasurer  directing  the  latter  to  pay  a 
specified  amount  to  the  person  named  or  to  the  bearer. 

Yield:  The  rate  earned  on  an  investment  based  on  the  price  paid  for 
the  investment,  the  interest  earned  during  the  period  held  and  the 
selling  price  or  redemption  value  of  the  investment. 


SOURCE:  Excerpted  from  Capital  Planning  and  Debt  Issuance:  An  In- 
formational Manual  for  Oregon  Municipalities,  Municipal  Bond  Division, 
Oregon  State  Treasury,   Salem,   Oregon,   1982. 
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Appendix  B:  Case  Study  of  Financing 

Municipal  Improvements  — 
Chinook,  Montana 


A.    General 

Over  the  past  ten  years  the  City  of  Chinook  has  made  numerous 
improvements  to  their  pubhc  facilities  including  water  and  sewer  re- 
placement and  extension  projects,  water  and  sewer  treatment  projects, 
and  storm  drainage,  curb  and  gutter,  and  street  improvements.  For 
most  of  these  improvement  projects,  the  City  secured  loans  and/or 
grants  from  various  federal  agencies  to  assist  in  financing  the  projects. 
Without  this  federal  assistance,  the  community's  tax  assessments  and 
user  charges  would  have  been  substantially  higher  than  they  are  today, 
and  in  many  cases  the  excessive  project  costs  would  have  prohibited  the 
implementation  of  the  improvements. 


B.  Summary  of  Projects 

Included  in  Table  B-1  is  a  brief  summarization  of  the  project  costs 
and  funding  breakdown  for  the  major  improvement  projects  completed  by 
the  City  of  Chinook  over  the  past  ten-year  period.  As  can  be  noted, 
the  City  utilized  various  combinations  of  financing  options  to  obtain  the 
funds  required  for  the  projects.  These  options  included:  1)  utilizing 
federal  grants  and  loans;  2)  forming  special  improvement  districts  and 
correspondingly  selling  special  assessment  bonds;  3)  selling  revenue 
bonds  and  correspondingly  raising  user  fees  to  pay  back  the  bonds; 
and  4)  utilizing  available  revenue  sharing  and  gas  tax  monies  allocated 
to  the  City. 
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TABLE  B-1 


SUMMARY  OF  IMPROVEMENTS  PROJECTS  -  CHINOOK,  MONTANA 


Project 


Grant 


FUNDING  SOURCE 


FmHA      Sale  of 
Loan       Bonds 


Other 

Local       Total 

Funds        Cost 


New  Water  Treatment 

$  600,000 

- 

Plant 

(EDA) 

Extension  of  Water 

200,000 

. 

System  to  Northside 

(HUD) 

of  Community 

New  Storm  Drainage 

300,000 

. 

System 

(EDA) 

Extension  of  Sewer 

150,000 

S  50,000 

System  to  Northside 

(EPA) 

(SID) 

$  400,000 
(Rev.  Bnd.) 


$  150,000 
(Rev.  Shr.) 


$1,000,000 


200,000 


450,000 


200,000 


of  Community 


Replacement  of  Water 
System  (valves,  services, 
fire  hydrants,  mains,  etc.) 


200,000 
(Rev.  Bnd.) 


200,000 


Storm  Drainage  Extension 


150,000 
(Gas  Tax) 


150,000 


New  Citywide  Curb,  Gutter, 
6e  Street  Paving  Project 


2,400,000 
(SID) 


2,400,000 


New  Wastewater 
Treatment  Plant 


1,800,000 
(EPA) 


600,000 
(Rev.  Bnd.) 


2,400,000 


TOTAL: 


$3,050,000 


$250,000   $3,400,000    $300,000   $7,000,000 
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200  copies  of  this  public  document  were  published  at 
an  estimated  cost  of  $4.35  per  copy,  for  a  total  cost  of 
$870.00,  which  includes  $870.00  for  printing  and  $.00 
tor  distribution. 


